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FORWARD-LOOKING STATEMENTS

Certain statements contained in this annual information form constitute forward-looking statements. The
use of any of the words “anticipate™, “continne”, “estimate”, “expect”, “may”, “wilf”, “project”, “should”,
“believe” and similar expressions are intended to identify forward-looking statements. These statements
involve known and unknown risks, uncertainties and other factors that may cause ectual results or events
to differ materially from those anticipated in such forward-looking statements. The Trustee believes the
expectations reflected in forward-looking statements are reasonable but no assurance can be given that
these expectations will prove to be correct and such forward-iooking statements included in this annual
information form should not be unduly relied upon. These statements speak only as of the date of this
annual information form.

In particular, this annual information form may contain forward-looking statements pertaining to
distributable cash and distributions. The actual results could differ materially from those anticipated in
these forward-looking statements as a result of, among other things, the risk factors set out in this annual
information form. The Trustee does not undertake any obligation to publicly update or revise any
forward-looking statements.
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GLOSSARY OF TERMS
In this Annual Information Form, the following terms shall have the meanings set forth below, unless
otherwise indicated.

“Advisor” means Beompton Capital Advisors Inc., or such other advisor as may be appointed from time
to time by the Trustee on behalf of the Fund.

“Advisory Agreement” means the advisory agreement dated as of October 27, 2006 among the Fund, the
Trustee and the Advisor, as it may be amended from time to time. :

“BAIl Trust” means BAI Trust, an mvesu'nem trust established pursuant to a declaration of trust dated as
of April 28, 2003. )

“Brompton” means the Brompton Group of Companies.

“Brompten Funds®” means Brompton Funds LP, wh:ch is in the business of managing investment funds,
and its general partmer BFGP Limited, -

“Business Day™ means-any day other than Saturday, Sunday, any statutory holiday in the Province of
Ontario and any other day on which businesses are generally closed in the Province of Ontario.

“CDS” means CDS Cleanng and Deposxtmy Semees Inc.

“CDSPanIeipant”means atauyum apametpanthDwa:ehhasUmtscred:tedtonsaccountm
CDS. 1.

“Common &Imre Portlono” has the meamng set forth in the Declamtlon of Trust and described in
section 1.2.2 of this Annual [nfonnauon Foxm :

“Counterpnﬂy” means Bank of Monueal in 1ts capactty as ommterparty under the Fozward Agreement.

v
SYASTH [N

“CRA"” means the Canada. Revenue Agency

“Custodiau meansIBTTnthmnpany(Cmada)m:tscapwtyasthecustodmnoftheFunduuﬂerttw
CustmhanAgreement,asappomtedbymemmteeﬁ'omtlmetonme .

“Custedlan Agreemeat” means the amended and restated master custody agreement dated as of August
17, 2005 eatered into by Barclays Global Investors Canada Limited and the Custodian and assigned by
Barclays Globa! Investors Canada Limited to the Trustee, as amended.

v,

Mhm&ano!'l‘mst”meansthedeclamnonoftmstgovemmgﬁeFundasntmaybeamendedand
amendedandmstatedﬁomhmetohmedescnbedmsecﬁomllandl2ofth|sAnnual Information
Form.

“Extraordluary Resolmien means 5 resohmon passed by the affirmative vote of at least 66%% of the
votes cast, either in person or by proxy, ata meetmg of Unitholders called for the purpose of considering
such resolution. ‘

“Forward &gmemen?mmsthefmardpmhasemdsalecmactsdesmbedmsecnons 1.2.2 and
14.1 of this Annual Information Form.

“Fand” means BG Advantaged S&P°/TSX® Income Trust Index Fund.




“Fund Property” means:

(i) all moneys, securities, property, assets and investments paid or transferred to and
accepted by or in any manner acquired by the Trustee and held by the Trustee on the
trusts herein declared;

(ii) ;111 income which may hereafter be accumulated under the powers herein contained; and

(iii‘_) all moneys, securitics, property, assets or investments substituted for or representing all
or any part of the foregoing.

“Income Tax Act” means the Income Tax Act (Canada), as amended from time to time and the
regulations thereunder.

“Index Fund” means BAI Trust.
“Index” means S&P®/TSX® Capped Income Trust Index.

“Tavestment Objectives” means the investment objectives of the Fund as set forth in the Declaration of
Trust and described in section 1.2.1 of this Annual Information Form.

“Investment Restrictions” means the investment restrictions of the Fund as set forth in the Declaration
of Trust, including without limitation those described in section 2.0 of this Annual Information Form.

“NAY™ or “Net Anset Value of the Fund™ means the amount determined from time to time in the
manner set forth in the Declaration of Trust and described in saction 5.0 of this Annual Information Form.

“Net Asset Vaoloe per Ualt” means the amount determined from time to time in the manner set forth in
the Declaration of Trust and described in section 5.0 of this Annual Information Form.

“Ordinary Resolution” means a resolution passed by the affirmative vote of at least 50% of the votes
cast, either in person or by proxy, at a meeting of Unitholders called for the purpose of approving such
resolution.

“Redemption Amount™ means the redemption amount determined from time to time in the manner set
forth in the Declaration of Trust and described in section 7.0 of this Annual Information Form.

“Redemption Date® means the second last Business Day of December in any year.

“Reference Closing Price”™ means a closing price for the Units on the TSX which is less than 95% of the
Net Asset Value per Unit determined at the most recent Valuation Date.

“Securities Anthoritles” means the Ontario Securities Commission and equivalent regulatory cuthorities
in each province and temritory of Canzda in which the Units are qualified for distribution or distribution to
the public.

“S&F” means Standard & Poor’s, a division of The McGraw-Hifl Companies, Inc.

“Termination Date” means December 15, 2016 or such other date as may be determined by Unitholders
or the Trustee in accordance with the provisions of the Declaration of Trust.

“Trustee” means Brompton Funds Management Limited in its capacity as trustee under the Declaration
of Trust.




“TSX” means The Toronto Stock Exchange.

“Unit” means a unit of beneficial interest in the Fund Property and includes a fraction of a unit where the
context requires or permits.

“Unitholder” means a person whose name appears in the register as a holder of a Unit.

“Valuation Date” means, at a m:mmum, Thursday of each week, or if any Thursday is not a Business
Day, the immediately preceding Business Day, and the last Business Day of each month, and includes any
other date on which the Trustee elects in its discretion to calculate Net Asset Value per Unit.




1.0 NAME, FORMATION AND HISTORY
1.1 General

BG Advantaged S&P®/TSX® Income Trust Index Fund, formerly Barclays BG Advantaged S&P®/TSX®
Income Trust index Fund, is a closed-end investment trust with a registered office locoted at Suite 2930,
Bay Wellington Tower, BCE Plece, 181 Bay Street, Toronto, Ontario M5J 2T3. The Fund was
established under the laws of the Province of Ontario pursuant to a declaration of trust dated as of April
28, 2003 as amended and restated from time to time. The material amendments to the Declaration of
Trust are the amended and restated declaration of trust dated as of October 27, 2006 in connection with
the transfer of the trusteeship and management of the Fund from Barclays Global Investors Canada
Limited to Brompton Funds Management Limited (as described below), including emendments to change
the name of the Fund, to 2dd a provision permitting the Trustee to delegate its duties to a manager and an
investment advisor, to change certain redemption features (including the annual redemption date, notice
period and methed of calculating the redemption price), to permit the Trustes to change the frequency of
calculating net asset valus from daily to weekly, to extend the termination date of the Fund and to provide
the Trustee with the ability to terminate the Fund carly without Unithoider approval if the Trustee
detenmines it is in the best interests of Unitholders, to delete the provisions requiring ca advisory board
for the Fund and to make certain amendments conseguential to the foregoing, all of which were spproved
by the Unttholdets ata specml meetmg ofthe Fund.

Eﬁ‘ecuve ay at the close of business on October 27, 2008, Bamlays Global Investors Cansda Limited
transferred the trusteeship and management of its closed-end fund business, including the Fund, to
Brompton Funds Management Limited. As a result of the transfer, the Fund’s name wes changed from
Barclays Advantaged S&P°/TSX® Income Trust Index Fund to BG Advantaged S&P@rrsxg Income
Trust Index:Fund. The transfer and related amendments to the Fund's Declaration of Trust (described
above) were approved by the Unitholders of the Fund. In connection with the transfer, Bromptoa Funds
Management Limited became the Trustee of the Fund and retained Brompton Capital Advisors Inc.
pursuant to an advisory agreement dated as of October 27, 2006 among the Fund, the Trustee and the
Advisor to act as investment edvisor end portfolio manager to the Fund.

1.2 Mumthu of‘ﬂ‘mm
1.2.2 ﬂnvemmem @’hjectﬂves

Ths investntent objectweof the Fund is to replicats, to the extent possible, the return of the S&P?/TSX°
Capped Income Trust Index end to provide holders of Units with a regular, stable stream of tax-efficient
monthly distributions expecting to consist of capital gains and retums of capital in 2n amount which
equal, to the extent poss:ble. l:bedxsm“bunompmdonths securities whnch meke up the index from time to
time. -

A retum of capnnl is ‘not subject to tox (but reduces 8 Unitholder’s &d]usted cout bese of Units).

Distributicns cut of the Fund’s capital gains are genzrally taxed at a lower rate than distributions cut of
interest, dividends and other investinent income. Accondingly, Units:are intended to provide tax efficient
distributicas as compared to units of a trust that pays drsmbutxons out of such other types of investment
income.. -

n.z.z anemtr:ent S—azmteﬁw

To pnmde the Fund with the means to meet its Investment Objectives, the thd invested ﬂ1c net procwds
of the offering to ecquire the Common Shares Portfolio. To achieve exposure to the BAI Trust, the Fund
then entered into the Forward Agreement with the Counterparty, pursuant to which the Counterparty
agreed to pay to the Fund on or about the Termination Date, as the purchase price for the Common Share
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Portfolio, an amount equal to 100% of the redemption proceeds of a corresponding number of units of the
BALI Trust.

BAI Trust, formerly Barclays Canada S&P®/TSX® Institutional Index Fund is an investment trust that
was established prior to the closing of the Fund’s initial public offering under the laws of Ontario
pursuant to a declaration of trust. In order to achieve its investment objectives, BAI Trust acquires Units
of the distribution paying income funds that make up the Index in the same proposition as they are
reflected in the Index. The Fund will hold very small amounts of cash and cash equivalents and will
monitor daily all positions. The Fund will adjust the portfolios as changes are made to the Index with
respect to the Index constituents occur at least quarterly, so that at the time of rebalancing, the income
funds in the index portfolio are equally weighted. The Fund may also borrow funds for the purpose of
mvestmg in the mdex portfoho, as penmtted by the Declaration of Trust.

Neither the Fund nor the Unitholders has or will have any ownership interest in BAI Trust. If the Forward
Agreement is torminated prior to the Termination Date for any reason and no substitute counterparty is
available, the Fund will not be able to camry out its Investment Objectives. In such case, the Trustee will
call a meeting-of Unitholders to consider one or more proposals which may include a change in the
Investment Objectlves, mvesmem slmegy or investment restnctmns ofthe Fund or the termination of the
Fund. .

TheretumtotthmtholdetsandtheFmdtsdependentuponlheremmonBAITmstbyvmueof:he
Fm'wardAgreemm

There can be no assurance that the Fund will be able to pay a dlsmbuuon in any given month.

4

1.2.3 Genem! S

TheAmendedandRestatedDaclamhcnofTrustasofOctoberZ? 2006wasmwm!edasofNovember6
2006 to permit the Manager to allow for the withdrawal of redemption notices prior to the redemption

The Declarotion of Trust also provides for the administration of the Fund and governs matters including,
without limitation, the powers of the Trustee, the issue and sale of Units, the registration and the transfer
of Units, the redemption and repurchase of Units, distributions to- Unitholders, the provision of
management, administration and custodial services to the Fund, the limitation on the liability of the
Unitholders, the Trustee and other parties and the termination of the Fund.

2.0  INVESTMENT RESTRICTIONS

The Fund is not considered to be & mutual fund under the securities legislation of the provinces and
territories of Canada.. Consequently, the Fund is not subject to the various policies and regulations that
apply to mutual funds under such legislation, including National lnstrument 81-102 Munal Funds and the
investment restrictions that are contained in that instrument. However, the Fund is subject to certain other
requircments and restrictions contained in securities legislation, including National Instrument 81-106
Investment Fund Contimsous Disclosure, which governs the continuous disclosure obligations of
investment funds, such as the Fund. The Fund has obtained relief from section 14.2(3) of NI 81-105 in
order to permit the Fund to calculate lts net asset value weekly rather than on a daily basis.

The Declaration of Trust sets out lhe lnvestment Restncmms to which the Fund is subject. The following
Investment Restrictions relate to certain matters arising out of the Income Tax Act:

(a) The Fund shall restrict its invcstnic:ité in any cne issuer to no more than 10% of its total
assets at the time of investment in such issuer; and




(b) The Fund shall manage its investment and affairs to ensure that it will be a *“unit trust”
and a “mutual fund trust” for purposes of the Income Tax Act.

The Units are qualified investments under the Income Tax Act for trusts govemed by registered
retirement savings plans, registered retirement income funds, deferred profit sharing plans and registered
education savings plans.

During the year ended December 31, 2006, the Fund has not deviated from the rules under the Income
Tax Act that apply to the status of the Units qualifying for inclusion in registered retirement savings
plans, registered retirement income funds, deferred profit sharing plans and registered education savings
plans registered under the Income Tax Act. .

30  DESCRIPTION OF SECURITIES
3.1  TheUnits

‘The Fund.is authorized to issue an unlimited number of redeemable, transferable Units of one class, each
of which represents an equal, undivided interest in the net assets of the Fund. Subject to obtaining any
required regulatory approvals and in accordance with the provisions of the Declaration of Trust, the Fund
may issue additional Units from time to time. Each Unit entitles a holder to the same rights and
obligations as a holder of any other Unit and no Unitholder is entitled to any privilege, priority or
preference in relation to any other holder. The Trustee may make such designations, determinations and
allocations for tax purposes of amounts or portions of amounts which the Fund has received, paid,
declared payable or allocated to Unitholders as distribution or redemption proceeds. Each Unitholder is
entitled to one vote for each whole Unit held and is entitled to participate equally with respect to any and
all distributions made by the Fund. On termination of the Fund, all Unitholders of record holding
outstanding Units are entitled to receive on a pro rata basis any assets of the Fund remaining after
payment of all debts, liabilities and liquidation expenses of the Fund. The Declaration of Truyst permits
fractions of Units to be. issued which have the.same rights, restrictions, coaditions and limitations
attaching te a whole Unit, in the proportion which they bear to a whole Unit, except that fractional Units
do not have the right to vote except to the extent that they may represent in the aggregate one or more
whole Units.

On December 16,.2004, the Trust Beneficiaries® Liability Act, 2004 (Ontario) came into force. This
statute provides. that holders of units of a trust are not, as beneficiaries, lisble for any act, default,
obligation or liability of the trust if, when the act or default cocurs or the liability arises, (i) the trust is a
reporting issuer under the Securities Act (Ontario), and (ii) the trust is governed by the laws of Ontario.
TheFundlsarepomnglssuexmeachofﬂmpmwmesandtemwn&nofmandmsgovemedbythc
lawsofOnmnobywmw of the provisions of the Declaration of Trust. -

32 Dimlﬂbutlonu

The Fund endeavours to provide Unitholders with a regular, levelled, stable stream of tax-efficient
monthly distributions consisting of capital gains and returns of capital in an amount which equals, to the
extent possible, the amount of distributions paid on securities which make up the index portfolio.
Distributions are payable to Unitholders of record on the last Business Day of each month to be paid
within 15 days of the record date. The Fund will make distributions to Unitholders that cotrespoad with
distributions made on units: of BAI Trust. Under the Forward Agreement, if BAl Trust suspends
redemptions or fails to pay distributions on its units, the Counterparty will suspend payment in respect of
a partial settlement umtil such time as such redemptions and disiributions are reirstated. In such
circumstances, the Fund would be unable to pay distributions.




The level of distributions paid by the Fund to Unitholders may fluctuate from month to month and there
can be no assurance that the Fund will make any distribution in any particular month or months. Monthly
cash distributions over the life of the Fund will be derived from payments received by the Fund from the
Counterparty under the Forward Agreement.

If, in any year after such distributions, there would otherwise remain in the Fund additional net income or
net realized capital gains, the Fund intends to make, on or before December 15 of that year, a special
distribution of such portion.of the remaining net income and net realized capital gains as is necessary to
ensure that the Fund will not be liable for income tax thereon under the Income Tax Act. The Fund
intends that the aggregate distributions of net income and net realized capital gains made in each year will
be sufficient to ensure that the Fund will not be liable for ordinary income tax thereon under the Income
Tax Act, except to the extent that anyy tax payable on net realized capital gains of the Fund for a year that
are retained by the Fund would be recoverable by it in such year. In addition to monthly distributions
payable in cash, the Fund may, at its option, make a distribution of any net income or net realized capital
gains in Units and/or in cash that will automatically be reinvested in Units. Immediately following any
such distribution of Units or automatic reinvestment of distributions in Units, the number of Units
outstanding will automatically be consolidated such that the number of Units outstanding after such
distribution will be equal in number to the number of Units omstanding immediately prior to the
distribution. Any such distribution, reinvestment and ctmsohdanon will increase the aggregate adjusted
cost base of Units to Umtholders =

The amount of dxsm’bunons in any pamwlar calendar month will be detcnmned by the Trustee, having
regard to the Investment Objectives of the Fund, the net realized capital gains and net income of the Fund,
if any, during the calendar month and in the year to date, the net realized capital gains and net income of
the Fund anticipated in the balance of the year and distributions made in previous months.

33 Amcndmt oﬂ!:e Miamﬂon of 'l'nm o
33.1 Amdlngtbebeclamﬂomof‘l‘mstbythel‘mstee

The Declaration of Trust provides that the Trustee may, without the consent of, or notice to Unitholders,
amend the Declaration of Trustto: - -

(i) make any changes o7 corrections which counsel to the Fund advises are necessary or
desirable for the correction of typographical mistakes or are reqmred for the purpose of
curing any amb:gmty or defechve or inconsistent provisions or omissions o7 manifest
emor; or -

~ (ii)  to amend the existing provisions or add provisions, provided that such amendments or
additions are:-: - '

(2) for the purpose of curing an ambiguity in the Declarition of Trust;

(b) for the purpose of mpplemsnnng any provision whlch may be defective or
- mcons:stent vrith another provision;

(c) for the purpose of complying with or removing any conflicts or eny inconsistencies
~ which may exist between any of the terms of the Declaration of Trust and any
provisions of any applicable law, regulation, order, restriction or policy, of the
Securities Authorities or any other government body having jurisdiction over the
Fund;
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(d) for the purpose of making any change or correction in the Declaration of Trust
which is necessary or desirable for the purpose of bringing the Declaration of Trust
into conformity with current practice or curing or correcting any administrative
difficulty; or

{e) toprovide added protection to Unitholders upon the advice of counsel to the Fund.

Such amendments may be made oniy if they do not in the opinion of the Trustee adversely affect the
pecuniary value of the interest of the Unitholders or materially adversely affect the interests of any
Unitholder.

Any amendments made by the Trustee without the consent of the Unitholders will be disclosed in the next
regularly scheduled report to Unitholders.

332 Amending the Declaration of Trust by Unitholders

The Declaration of Trust provides that the following may only be muiertaken with the approval of
Unitholders by an Ordinary Resolution:

Q) The amendment of any provision of the Declaration of Trust (other than as set out in the
Declaration of Trust) which shall be deemed to include changing the Fund from a trust to
anather form of issuer, changing the liability of any Unitholder, and changing the right of
any Unitholder to vote at any meeting;

{ii) the removal or replacement of the auditors;

Giii)  the appointment of an inspector to investigate and report on the performance by the
Trustee of its duties with respect to the Fund;

(iv]; ; the reorganization with, or transfer of assets. to, anotbct issuer, if the Fund ceases to
continue after the reorganization or the transfer of assets, and the transaction results in the
Unitholders becoming securityholders in the other issuer; and

{v) - the reorganization with, or the acquisition of assets from, ariother issuer, if the Fund

ceases to continue after the reorganization or the acquisition of assets, or the transaction

.+ results in the securityholders of the other issuer becoming Unitholders in the Fund and
the transactionp would be a significant change to the Fund.

The lemanon of Trust p-mwdes that the followmg may aaly be undeﬁaken with the approval of
Unitholders by an Extmordmary Resolution:

(i) the sale of all of substantially all of the assets of the Fund other than in the ordinary
coursg, i i

(ii) - other than as contemplated by the Declaration of Trust, the hquidation, dlssolutwn or
- tcrmmatwn oftheFund(exoepionmeTetmmanon Date); . -

~.(itiy  inthe event that S&P ceases to calculate the lndex, a proposal by the Trustee to change
;  the Investment Objectives of the Fund to provide exposure to retumn of an alternative
index; ] oL S




(iv)  a change to the Investinent Objectives of the Fund or the Investment Restrictions, unless
such changes are necessary to ensure compliance with applicable laws, regulations or
other requirements imposed by the Securities Authorities from time to time;

V) a determination by the Trustee, at its option (other than to fund monthly distributions,
redemptions, purchases of Units or expenses or in circumstances in which no substitute
counterparty arrangement is available or in certain other circumstances), to settle or
tmmnate the Forward Agreement in whole ot in part;

(vi) anymcreasemthefeespaxdtotheTmsteefornssewmsasm:stee

(vii) the acceptance of appointment of a successor trustee as comemplawd by the Declaration
' .of’l’rustuponthcresigmtionofﬂ:eTmsteeasﬂstee

(viii) .any amendmem, nmdxﬂcation or vanatnon in the provisions or rights attaching to the
- Units except amendments increasing the permitted frequency of redemptions;

(ix)' . -any issue of Units for net proceeds per Unit less than the Net Asset Value per Unit most
recently calculated prior to the date of the setting of the subscription price by the Fund;

{x) '-:any change in the frequency of calculating Net Asset Value per Unit to less often than
weekly.

(ici} any extension of tlte Fund beyond me Termmanon Date; and

(xit) zmy other matter m respect of whu:h apphcable Securities Legnslatwn would require a
Unitholder vote to be held. . ST . i

No amendment j\vlll_ be made,toj llw Declaranon of Trust which would have the effect of reducing the
interest in the Fund of a Unitholder unless all Unitholders consent thereto. In gddition, no amendment
will be made to the Declaration of Trust which would have the effect of reducing the fees payable to the
Trustee for its services as trustee unless tbe Trustee, in its sole discretion, consents thereto,

The Trustee and afﬁlletes of the Tnmee in respect of any Units which may be held by them from time to
time and any director or officer of such persons who hold Units, will not be entitled to vote on any
Extraordinary Resolution to be adopted by Unitholders.

The Declaration of Trust also provides that holders of not less than 10% of the then outstanding Units are
entitled to requisition the Trustee to call a meeting of Unitholders for the purpose stated in the requisition.
Unitholders are also entitled to. redeem Units pursvant to the terms of the Declaration of Trust, which
redemption rights are set out in further detail in section 7.0,

34 Termination ef the Fond

The Fund will termmateon December 15, 20!6 unlesstennmatedeaﬂxarmaccordmcew:mthetemof
the Declaration of Trust or untess Unitholders determine to terminate the Fund prior to the Termination
Date or to continue the Fund beyond the Termination Date by an Extraordinary Resolution at 8 meeting
called for such purpose.. Notwithstanding the foregoing, the Trustee may, in its discretion, terminate the
Fund without the approval of Unitholders if, in its opinion, it would be in the best interests of the
Unitholders. If a decision is made to effect such an early termination, the Trustee will provide notice to
Unitholders end issue a press release at least 30 days and no more than 60 days in advance thereof.
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Not less than six months nor more than 12 months prior to the Terminsation Date, the Trustee may present
a proposal to the Unitholders providing for a deferral of the termination of the Fund to a date that is later
than the Termination Date. Such’proposal may include, without limitation, a propesal: (i) to continue the
Fund beyond the Termination Date; or (ii) to exchange Units for units in one or more mutual funds or
closed-end investment funds on or after the Termination Date.

In the event of the epproval of the proposal referred to abt:;ve, any d:ssentmg Unitholder may require the
Trustee to redeem all (but not less than all) of his or her Units on the Termination Date at a price per Unit
equal to the Redemption Amount on the Termination Date.

The Fund will, after liquidation, after settlement of the Forward Agreement and afier paying or making
adequate provision for all of the Fund’s liabilities, distribute the net assets of the Fund to Unitholders, on
8 pro rata basis, as soon as practicable after the Termination Date. In the event that liquidation of certain
gecurities is not possible, or in the opinion of the Trustee, is not advisable, prior to the date of termination
of the Fund such securities will be distributed to the Unitholders in specie, subject to compliance with any
securitics leglslatlon or other laws apphcable to such d:sﬁbutmns o

5\

4.0 VALUATION OF PORTFOLIO SECURITIES

Underthe Declarauon ofTrust. dledetermmauon of the Net Asset Valueofthe Fundmll be made on the
followlng hasis

5

(a) . .mevalueofanysecuntywhnchmlistedordealtwnﬁ:masmckexchnngemmdedonan
. over-the-counter market shall be (a) in the case of a security which was traded on the day
as of which the Net Asset Value of the Fund is being determined, the closing sale price,
or (b) in the case of a security which was not traded on the day as of which the Net Asset

" Value of the Fund is being determined, the price last determined for such security for the
purposec of calculating Net Asset Vealue provided that, for the purpose of calculating the
Redemption Amount per Unit, the value of any such listed security shall be equal to the
weighted average trading price over the last three Business Days of the month in which
theRedempnonDataoccm

1 L
()] dmdmdmmnewnllbereoognmdonﬂwex-dmdenddataandmtemst income will be
i .eccraed;

(c) - the value of the Forward Agreement will be the gain or loss with respect thereto that
would be realized if, on the date on which Net Asset Value is being determined, the
positionintheFonéardAgreementmmbeclosedominaecordmcewithitstermS'

(d) short-term mvwmcnm, including notes and money lmrket mstruments, w:ll be valued at
© " cost phm accmed interest; -

(e) | ﬂwvalueofmysecumyorotherl’undProperty(otherthanpmpeﬁymmemplatedm(c)
-~ above) for which 8 market quotation is not readily available will be its market value as
determined by the Trustee in such manner as the Trustee shall from time to time provide;
‘and: - ) , . , . ‘ .
+ (f) -...any market price reported in foreign currency will be converted into Canadian currency at
the prevmhngmtcofexehange as determined by the Trustee, at the Valuation Date.

{ .

The Imbilmes of the Fund w:ll be deecmed to include:

{o) nll bills and aoeounis payable.




(b} all administrative expenses payable and/or accrued;

{c) all obligations for the payment of money or property, including the amount of any
declared but unpaid distributions;

(d) all allowances authorized or approved by the Trustee for taxes or contingencies; and

(e) all other liabilities of the Fund of whatever kind and nature, except licbilities represented
by outstanding Units.

50  CALCULATION OF NET ASSET VALUE

Pursuant to the Declaration of Trust, the Net Asset Value per Unit, as of any Valuation Date, is to be
calculated by dividing the Net Asset Value of the Fund as of that Valuation Date by the total number of
Units of the Fund outstanding at that Valuation Date. The Net Asset Value of the Fund as of any
Valuation Date will equal the market value of the Fund Property as of that Valuation Date, less an amount
equal to the tota! liabilities of the Fund as of that Valuation Date. The Net Asset Value of the Fund and
the Net Asset Value per Unit is calculated as at the close of business on each Valuation Date, which is to
be at a minimum, Thursday of each week, or if any Thursday is not a Business Day, the immediately
preceding Business Day, and the last Business Day of each month, and includes any other date on which
the Trustee elects in its discretion to calculate Net Asset Value per Unit (the “Valuation Date™), provided
that the Trustee is not required to determine the Net Asset Value of the Fund and the Net Asset Value per
Unit during any peried in which the right of redemption has been suspended pursuant to the provisions of
the Declaration of Trust. The Net Asset Value per Unit determined at 8 Valuation Date will remain in
effect until the next time the Net Asset Value per Unit is determined.

The Fund Property consists of the s;ggregme value of the assets of the Commoen Share Portfolio and the
Forward Agreement. Since the value of the Fund’s rights and obligations under the Forward Agreement is
determined by reference to the value of BAI Trust, the Net Asset Value of the Fund is linked to the value
of BAI Trust. - -, . .

The Net Asset Value is calculated in Canadian dollars.
60  PURCHASES OF FUND UNITS
6.1  Gemers) |

The Units arehsted fortmdmgomhe'l‘SXunderthe symbol BALUN and may be purchased through the
famhnes of the TSX. Units are freely transferable except that at no time may non-residents of Canada be
the beneficial owners of a majority of the Units, The Declaration of Trust includes a mechanism to
permit the Fund to sell any Units which result in a contravention of this restriction. Registration of
interests in and transfers ofﬂleUmtsaremadeonlydimugnthebook-enuyonlysyswmopmtedbyCDS
and the Units must be purchased, transferred and surrendered for redemption through a CDS Participant,

All rights of Unitholders ‘must be exercised through, and all payments or other property to which such
Unitholders are entitled are made or delivered by, CDS or the CDS Part:clpant through which the
Unitholder holds, such Units. Upon purchase of any Units, Unitholders receive only a customer
confirmation from the reglstered dealer which is a CDS Pasticipant and from or through which the Units
were purchased. .

6.2 RMiarket Purehgses

To enhance hqmdlty and to provide market support for the Units, the Fund has a mandatory market
purchase program under which the Fund will, subject to certain exccptlons contained in the Declaration of
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Trust and in compliance with any applicable regulatory requirements, be obligated to purchase Units for
cancellation, on and subject to the terms described below. If, on any Business Day, the closing price of
Units is less than the Reference Closing Price, the Fund will purchase for cancellation any Units offered
in the market at prices at or below the Reference Closing Price on the succeeding Business Day; provided,
however, that the maximum number of Units to be purchased in any three month pericd (commencing
with the three month period that began June 1, 2003) will be 1.25% of the number of Units outstanding at
the beginning of such period. The Declaration of Trust provides that the Fund will not be obligated to
make such purchases if, among other things, (i) the Trustee reasonably believes that the Fund would be
requit uired to make an additional distribution in respect of the year to Unitholders of record on December
157 in order that the Fund will generally not be liable to pay income tax after the making of such
purchase (ii) the Fund lacks the cash, debt capacity or other resources to make such purchases, (iii) in the
opinion of the Trustee, such market purchases would adversely affect the on-going activities of the Fund
or the remaining Unitholders, (iv) in the opinion of the Trustee such transactions, if consummated, could
result in the marketability of the Units being severely impaired to the detriment of the Unitholders; (v) in
order to fund ‘the purchase the Fund is not able to liquidate portfolio securities in an orderly manner
consistent with the Fund’s Investment Objectives or, alternatively, it is not in the best interests of the
Unitholders to' do so, or (vi) there is, in the judgment of the Trustee, (a) any material legal action or
procecding instituted or threatened, challenging such transactions or otherwise materially adversely
affecting the Fund, or (b) a ‘suspension of or limitation on prices for trading securities generally on any
exchange on which ponfolio securities of the Fund are treded.

6.3 llssc:er M

The Fmd shall have the right (but not the obligation) at eny time, exercisable in its cole discretion, to
purchase Units in the market, subject to ay applicable regulatory requirements and limitations. The Fund
may make such purchases, at prices not exceeding the Net Asset Value per Unit as most recently
determined, as normal course issuer bids through the facilities emd the rules of the TSX or such other
exchange or market on whlch the Unlts ere then llstcd.

70 REDEMP’E‘II@N OIF SIECURIE’H‘EIES

Subject to |he Fund's right to suspend rec!empuons, Umtholdem are entitled to surrender Units for
redemption on the second last Business Doy of December in any year provided the Units are surrendered
by 5:00 p.m. (Toronto time) at least 20 Business Days prior to the Redemption Date. The Declaration of
Trust provides that Units surrendered for redemption will be redeemed on the Redemption Date at a
redemption price per Unit that is equal to Met Asset Value per Unit minus any costs associated with the
redemption, including ail brokerage costs and less any income or net realized capital gains of the Fund
that are distributed to a Unitholder concurrently with the proceeds.of disposition on the redemption. For
the purposes of calculating the Redemption Amount per Unit, the value of the listed eecurities will be
equal to the weighted nverage trading price of such listed securities over the last three Business Days
ending on the Redemption Date. - Payment will be made by the Fund to the Unitholder on or before the
tenth Business Day following the Redemption Date. Any unpaid distribution payable to Unitholders of
recordonorbefuretheRedempnonDatemmpectofUmtstznde:edforre&empﬂonwnllalsobepmdon
the Redemption Payment Date.

The Trustee may make such d.esi@ations, determinations and allocations for tax purposes of amounts or
portions of amounts which the Fund has received, paid, declared payable or allocated to Unitholders as
distribution or redemption proceeds. A Unitholder who desires to exercise redemption privileges must do
so by causing the CDS Participant through which he or she holds Units to deliver to CDS 2t its office in
the City of Toronto on behalf of the Unitholder, a written notice of the Unitholder’s intention to redeem
Units. A Unitholder who desires to redeem Units should ensure that the CDS Participant is provided
with notice of his or her intention to exercise the redemption right sufficiently in advance of the
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Redemption Date deadline so as to permit the CDS Participant to deliver a notice to CDS by 5:00 p.m. on
a day which is at least 20 Business Days prior to the Redemption Date.

By causing a CDS Participant to deliver to CDS a notice of the Unitholder’s intention to redeem Units,
the Unitholder shall be deemed to have irrevocably surrendered his or her Units for redemption and
appointed such CDS Participant to act as his or her exclusive settlement agent with respect to the exercise
of such redemption privilege-and the receipt of payment in connection with the settlement of obligations
arising from such exercise, provided that the Trustee may from time to time prior to the Redemption Date
permit the withdrawal of a Redemption Request on such terms and conditions as the Trustee may
determine, in its sole discretion, provided that such withdrawal will not edversely affect the Fund. Any
expense associated with the preparation and delivery of the redemption notice will be for the account of
the Unitholder exerclsmg the redemption p:nvalege

The Declmnon ‘of Trust permits the Tmstee to suspend the redemption of Units or payment of
redemption proceeds: (a) for the whole or any part of a period during which normal trading is suspended
on one or more stock exchanges, options exchanges or futures exchanges on which more than 50% of the
securities included in the Common Share Portfolio or the Index Fund (by value) are listed and traded; or
(b} for any period not exceeding 120 days during which the Trustee determines that conditions exist
which render impractical the sale of assets of the Fund or which impair the ability of the Trustee to
determine the value of the assets of the Fund. The suspension may apply to all requests for redemption
received prior to the suspension, but as for which payment has not been made, as well as to all requests
received while the suspension is in effect. In such circumstances all Unitholders will have, and will be
advised that they have, the right to withdrew their requests for redemption. Redemptions so suspended
will be éffected at a price determined on the first date that the Net Asset Value per Unit is calculated
following the termination of the suspension. The suspension will terminate in any event on the first
Business Day on which the condition giving rise to the suspension has ceased to exist provided that no
other condition under which a suspension is authorized then exists. To the extent not inconsistent with
official rules and regulations promulgated by any government body having jurisdiction over the Fund, any
declaration of suspension made by the Trustee will be conclusive. :

Subject to the ablhty of the Trustee to suspend the redemption of Units or payment of redemption
proceeds as descn'bed above, from and after the date the Units are surrendered for redemption, such Units
shall cease to be entitled to share in the income or any participation in the Fund Property and the holder
thereof shall not be entitled to exercise any of the rights of holders of Units in respect thereof other than
the right to be paid the Redemption Amount in respect of such Units and to receive the amount of all
unpaid distributions in respect of such Units which were payable to Unitholders of record on or before the
Redemption Date unless payment of the Redemption Amount or unpaid distributions, if any, shall not
have been made on the Redemption Payment Date or shall have been dishonoured.

Any and alt Units which have been surrendered for redemption shall be deemed to be outstanding until,
but not after, 5:00 p.m. (Toronto time) on the Redemption Date. Thereafter, the Unitholder who
surrendered such Units for redemption shall cease to have any rights as a Unitholder in respect of such
UmtsoﬁrerthanthenghttobepmdtheRedempuonAmmmmrespectofsuchUmtsandtorecewethc
amount of all unpaid distributions, if any, in respect of such Units which were payable to Unitholders of
record on or before the Redemption Date unless payment of the Redempiion Amount or unpaid
distributions, if any, shall not have been made on the Redemption Payment Date or shall have been
dishonoured.

The Fund has entered into a Recirculation Agreement with BMO Nesbitt Burns Inc. whereby BMO
Nesbitt Burns Inc. will, at the request of the Trustee, agree to use commercially reasonable efforts to find
purchasers for any Units tendered for redemption prior to the relevant Redemption Date, provided that the
kolder of Units so tendered has not withheld consent thereto. In such event, the amount to be paid to the
holder on the Redemption Payment Date will be an amount equal to the proceeds of the sale of Units less
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any applicable commission. Such amount will not be less than the Redemption Amount described above.
Unitholders are free to withhold their consent to any proposed resale and to require the Fund redeem their
Units in accordance with their terms.

8.0  RESPONSIBILITY FOR OPERATIONS
8.1 Trustee and Manager

Brompton Funds Management Limited was formed pursuant to the Business Corporations Act (Ontario)
by articles of amalgamation, dated October 27, 2006. Its head office is at Suite 2930, Box 793, Bay-
Wellington Tower, BCE Place, 181 Bay Street, Toronto, Ontario M5J 2T3. Its telephone number is (416)
642-6000, its c-mail address is info@bromptongroup.com and its website address is
www.bromptongroup.com. The Trustee was organized for the purpose of managing and administering
closed-end investment funds, including the Fund and is 8 member of the Brompton Group of Companies.

Pursuant to the Declaration of Trust, the Trustee is responsible for providing, or causing 10 be provided,
management and administrative services and facilitics to the Fund, and may delegate certain of its powers
to third parties. ,

t

8.1.1 Trustce Fee

The Trustee is entitled to receive an annual trustee fee in an emount equal to 0.15% of the Fund’s NAV
accrued daily and payable monthly in arrears plus applicable taxes. As compensation for its services
rendered to BAI Trust, the Trustee is entitled to receive an annual trustee fee in an amount equal to 0.40%
of BAI Trust’s NAV accrued daily and paid monthly in arvears, plus applicable taxes.

8.1.2 Directors and Gfficers of the Trustes

The name, municipality of residence, position with the Trustee and principal cccupation of ezch of the
directors and officers of the Trustee are set out below:

Name and Municipality of Restdence o '

and Pesition with the Trustee Priacipal Occupation and Positions Held During the Last S Years

P. MICHAEL NEDHAM Managing Dircctor, Newport Partners LP, which is in the business of

Toronto, Ontario providing integrated personal and corporate wealth management, since

Director July 2005; Manoging Director, Newport Partners lnc. from July 2002
to July 2005 President, Newport Securitics Inc. from Scptember 2601
to July 2002

PETER A, BRAATEN Chairmzn, Brompton Group Lumled, a financial services company,

Toronto, Ontario since December 2006; Chairman, Brompton Limited from November

Chairman and Director 2080 to December 2006.

JAMES W. DAVIE®®X) Corporate Director since June 2002; Managing Director, RBC

Torcnto, Ontario Dominion Securities Inc. from June 1999 to June 2002.

Chairman of the o

Audit Committee

and Director
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Name and Municipality of Residence
and Position with the Frustee

ARTHUR R.A. SCACE
Toronto, Ontario

Chairman of the Corporate
Governance Committee and
Director

KEN S. WOOLNER!X2X3}
Calgary, Alberta
Lead Director

RAYMOND R. PETHER

Toronto, Ontario "

Chief Executive Officer
. i . . Y

MARK A. CARANCI
Toronto, Ontario
President

CRAIGT.KIKUCHI,
‘Toranto, Omarlo
Chief Financial Officer

DAvID E. ROODE
Toronto, Ontarié
Senior Vice President

MovYRA E. MACKAY
me,on!am VST AT U LR Y
Vice-President and Secretary

LORNE ZEILER
Toronto, Ontario
Vice-President

JESSICA LEUNG _
Toronto, Ontario *
Controller

ANN WONG
Toronto, Ontario
Controller

e

CHRISTOPHER CULI.EN
Toronto, Ontario
Assistant Vice President '

Principal Occupation and Positions Held During the Last S Years

Corporate Director since March 2006; Counsel, McCarthy Tétrault
LLP from November 2003 to February 2006; Partner, McCarthy
Tétrault LLP from 1972 to November 2003.

Corporate Director since February 2006; Executive Chairman, White
Fire Energy Ltd. from April 2005 to February 2006; President & Chief
Executive Officer, Lightning Energy Ltd. from December 2001 to
April 2005,

_ President and Chief Executive Officer, Brompton Group Limited, a

financial scrvices company, since December 2006; President and Chief
Executive Officer, Brompton Limited from April 2001 to December

© 2006,

President, Brompton Funds since February 20086; Chief Financial
Officer, Brompion Limited from November 2000 to January 2006.

Chief Financial Officer, Brompton Funds since February 2006; Vice-
President, Brompton Limited from August 2004 to January 2006,
Controller, Brompton Limited from February 2002 to August 2004,

Senior Vice-President, Brompton Funds since Februory 2006, Senior
Vice President Brompton Limited from May 2005 to January 2006;
Vice President, Brompton Limited from September 2002 to May 2005;
Analyst, for a financial services organization from 1998 to 2001.

Vice-Presidemt & Corporate Secretary, Brompton Funds since
February 2006; Vice Presidenmt & Corporate Secreiary, Brompton
Limited from May 2000 to January 2006.

'Yice-hesmmt, Brompton Funds since February 2006, Vice President,

Hrompion Limited from September 2004 to Jamuary 2006; Senior
Financial Analyst, Assamte Advisory Services from 2003 to 2004;
Scnior Retationship Manager, Scotisbank from 1598 to 2003,

Confroller, Brompton Funds, since February 2006; Controller,

- " Brompton Limited fram February 2005 to January 2006; Manager,
Emst&YoungLLPﬁmnOctobermw}muaryzws

Comroﬂer Brompton hmds since February 2006; Controller,
Brompton Limited from September 2005 to Jamuary 2006; Senior
Manager, Treaswry Finance Group Canedian Imperial Bank of
Commerce from June 2004 to September 2005, Manager,
PricewstethouseCoopers LLP from September 2001 to June 2004,

Assistant Vice President, Brompton Funds since March 2006; Manager
Commerciat Banking, CIBC Commercial Banking from September
2003 to February 2006; Associate, CIBC Commercial Banking from
October 2002 to August 2003; Research Associate, UBS Sccurities
{Canadn) from May 2001 to August 2002,
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Name and Municipality of Residence

and Positicn with the Trustee . |, - Principal Occupation and Positions Held During the Last S Years
JANET TOFFOLO C Assistant Vice President, Brompton Funds since January 2007;
Toronto, Ontario Manager, Head Trader AGF Funds Inc. from January 1995 to June
Assistant Vice President 2005,

Notes:

(1) Independem directar.

(2) Member of the Carporste Governance Commitize.
(3) Member of the Audit Committes.

82  Advisor

1 v

The Declaration of Trust provides that the Trustee may retain an Advisor to make investinent decisions
with respect to the Fund Property. The Trustee has retained Brompton Capital Advisors Inc. as the
Advisor. The Advisor is registered as a Limited Market Dealer and an Investment Counsel and Portfolio
Manager in the Province of Ontario. The principal office of the Advisor is located at Suite 2930, Bay-
Wellington ITower. BCE Piace, 181 Bay Street, Toronto, Onmio,.MSJ 2T3.

The services to be provided by the Advisor pursuant to the Advisory Agreement include purchasing the
securities to comprise the Common Share Portfolio and maintaining the Common Shere Portfolio in
accordance with the Invwmem Objectives, subject to the Investment Resmmons The Advisor will also
make investment d@ctswns as to the purchase and sale ot‘ mvestments in accordance with the Declaration
of Trust.

821 Ad_y!soty.l"ee

The Advisor is entitled to fees for its services which will be paid by the Trustee out of its fee, and will be
relmbumedforallreasonablecostsandexpensesmumdbymeAdwsoronbeha!foftheFund.

822 'l'erminatlon ol’ the lesory Agreement

The Adwscr.'y ‘Agreement “will automatically terminate on the Termination Date. The Advisory
Agreemggtm.aybgtelmmatedby_theTnmlpeonbehg!fofﬂselfandonbehalfofﬂwFund
o a:'aﬁyﬁxﬁsem%dayswﬁmmmmmw
(ii) ~ in the eveat that the Advisor is in material breach of the Advisory Agreenient and the
* materigl bredich has not been cured within 10 days wriiten notice to the Advisor;

@iii) ' on 30 days written notice to the Advisor in the event of a persistent failure by the Advisor
' to perform its obligations ond covenants and discharge its obhgatlmls and covenants
" under the Adv:so:y Agreeme‘m,

{iv) :mmedlately in the event of msolvency or llquldatmn of the Advisor or if the Advisor

' becomes bankrupt or passes a resolution approving its liquidation, winding-up or
dissolution or decmed dissolution or makes a general assignment for the benefit of its
creditors or if the Advisor ceases to be registered as an advisor in the category of
investment counsel/portfolio manager under the Securities Act (Ontario);

v) immediately if the assets of the Advisor become subject to seizure or confiscation by any
public or governmental crganization;

19




(vi)  immediatety if the Advisor has lost any registration, license or other authorization
required by it to perform its duties under the Advisory Agreement, including without
limitation the benefit of any exemption from the requirement to register under Canadian
securities laws, or is otherwise deemed unable to perform the services delegated to it
under the Advisory Agreement; or

(vii) immediately in the event of the commission by the Advisor of any fraudulent act in the
performance of its duties under the Advisory Agreement or if there has been any
mlsrepresemanon by the Advisor in the Advisory Agreemmt.

The Advisory Agreement may be tcrmmated by the Advisor:
@) atanyumeon%dayswntten notlcetotheTmstee.

(ii) in the event that the Fund or the Trustee is in matenal breach of the provisions of the
Advisory Agreement and such breach has not been cured within 30 days written notice to
the Fund and the Trustee; -

(i)  on 30 days’ wnttcn notice to the Trustee in the event of a persmem failure:by the Trustee
to perform its obligations and covenants and discharge its obligations and covenants
under the Advisory Agreement; or .

(iv)  immediately in the event of insolvency or liquidation of the Fund, of if the Fund becomes
bankrupt or passes a resolution approving its winding-up or dissolution or deemed
dissolution or.makes a general assignment for the benefit of its creditors.

£3 Custodion

IBT Trust Company (Canada), a subsidiary of Investors Bank and Trust Company, a U.S. Bank, serves as
custodian of the Fund at its principal office in Torento, Ontario pursuant to an amended and restated
master custody agreement dated as of August 17, 2005 entered into by Barclays Global Investors Canada
Limited and the Custodian and assigned by Barclays Global Investors Canada Limited to the Trustee, as
amended. However, the Custodian will not hold Common Share Portfolio securities owned by the Fund
and pledged to the Counterparty. The Custodian provides certain administrative services to the Fund,
including the calculation of the NAV per Unit. In order to secure the Custodian’s obligations under the
arrangements described above, Investors Bank & Trust Company, the U.S.-based controlling sharcholder
of the Custodian, entered into a guarantee and support agreement on July 31, 2003 pursuant to which
Investors Bank & Trust Company guarantees the Custedian’s obligations to the Fund uader the Custodian
Agreement and will covenant to cause the Custodian to perform such obligations.

The Custodian may, in accordance with the terms of the Custodian Agreement appoint sub-custodians and
enter into sub-custedian agreements, The Fund’s principal sub-custodmn is the Royal Bank of Canada ¢/o
RBC Dexia Global Services located at 200 Bay Street, 24" Floor, North Tower, Toronto, ON and
provides for the safekeepmg of client assets of the Custodian in Canada.

833 Cestodtan Fecs | S o
In consideration for its services, the Fund pays to the Custodian suéh compensation as agreed upon in

writing between the Trustee and the Custodian from time to time and reimburses the Custodian for all
reasonable costs and expenses incurred by the Custodian on behalf of the Fund.
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8.3.2 Termination of the Custodian Agreement

The Trustee may terminate the Custodian Agreement prior to its expiration:

@M

(ii)

(iii)

at any time, upon notice in writing by the Trustee, specifying the date upon which
termination is to occur, if, in the sole discretion of the Trustee, acting reasonably, it
believes that the continuing appointment of the Custodian would not be consistent with
the standard of care required by the Trustee in respect of the Fund in accordance with
applicable law and/or that, in its sole discretion, acting reasonably, the Custodian is not
complying with the standard of care set out in the Custodian Agreement and, without
limiting the generality of the foregoing, the Trustec may terminate the Custodian
Agreement -if the Custodian breaches any material term of the Custedian Agreement,

.. provided that the Trustee will advise the Custodian of any circumstance or any breach by

the Custodian of which it becomes aware from time to time that, if unaddressed, would

. - permit the termination of the agreement and the Trustee will not exercise its rights as set

out in the Custodian Agreement unless, where the adverse circumstance or breach is
capable of remedy or cure, the Custodian does not present a plan to remedy or cure the
practice, policy, circumstance or breach that is acceptable to the Trustee, acting
reagonably, which plan will be provided as scon as practicable, and in any event not later
than 10 days after the Custodian becomes aware of the circumstance or breach, and has
not made substantial progress toward curing or remedying that circumstance or breach in
all material respects to the satisfaction of the Trustee, acting reasonably, within 30 days
of presenting such plan to the Frustee;

in the event that the Custodian undertakes the sale, lease, transfer or other disposition of
all or substantially all of its assets; or

in the event that a transaction occurs as a result of which a person other than Investors
Bank & Trust Company acquires beneficial ownership (within the meaning of applicable
securitics laws) of voting securities of the Custodian carrying more than 50% of the votes
for the election of directors of the Custodian, and the votes carried by such securities are
entitled, if exercized, to elect a majority of the board of directors of the Custodian,

The Trustee may also terminate the Custodian Agreement in the event that the Trustee determines to
terminate the Fund or the existence of the Fund is otherwise terminated in accordance with the provisions
of the Declaration of Trust, or the Fund is terminated for sny other reason.

The Custodian may terminate the Custodian Agreement prior to its expiration if:

)

(i)

(iii)

an order is made or a resolution passed or other proceedings taken for tho dissolution of
the Trustee, except in the context of any transaction in which the Trustee may be merged
or consolidated into any other corporation which succeeds to its obligations under the
Custodian Agreement; _

the Trustee consents to or makes a general assignment for the benefit of creditors, or
makes a proposal to creditors under any insolvency law, or is declared bankrupt or if &

. liquidator, trustee in bankruptcy, custodian or receiver or receiver and manager or interim

receiver or other officer with similar powers is appointed in respect of the Trustee; or
the Trustee materially breaches the Custodian Agreement,
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8.4 Valuation Services

The Trustee, on behaif of the Fund, has appointed the Custodian to provide the Fund with valuation
services. Such services include the calculation of the Fund’s weekly Net Asset Value, calculated in
accordance with the Fund’s vaiuation parameters as described in sections 4.0 and 5.0 of this Annuat
Information Form.

8.5 . Auditors, Registrar, Transfer Agent and Distribution Agent

The auditors of the Fund are PricewaterhouseCoopers LLP, Chartered Accountants, Suite 3000, Royal
Trust Tower, Toronto-Dominion Centre, Toronto, Ontario M5K 1G8.- Computershare Investor Services
Inc. is the registrar, transfer agent and distribution agent for the Units. The register and transfer ledger for
the Units is kept by the transfer agent at its ofﬁoes located in Toronto, Ontario. -

90  CONFLICTS OF INTEREST | )

9.1  Principol Unitholders of Securities and Affllated Entities

The Trustee is an affiliated enmy of the Advtsor as set forth i m the followmg diagram:
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Brornpton Group
i ‘ Limited - .. "
1 -t
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.ot Croa . . e 3 . . H
Brompdn Funds LP R Brompton Capital
H f 100% ] H
l Brompioa Funds
Maompement Limited

Notes;
Mr. Bmmninwﬂywmhﬂmnqam&mwnﬁcd(“m‘) Directors cad officers of the Tructee, mhzdmaMr Bmctm.mdmcﬁyuwn
of record cnd beoeficially an nggregato of moss thon 95% of the shores of BGL.
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of tre peeernl partner of BFLP. BFUmofmmdnndb&eﬂuﬂ}ydlofmvommnmoﬂbe Trostee.

Theremnmmq4S%ormepmmhpmofnmm4s%ofunnhn:uofmgmemlpuumolﬂﬂ.?mwnedofmo:dmd
bcmﬁchllybyNewmﬂPmHoanUwhmmmmbNmmu Mr. Nedham, a director of the Trustee, is o managing
director of Newpornt Partners LP.
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MeeKay holds the office of Vice-President and Corporats Secretary of the Advisor,




The services of the Custodian and the officers and directors of the Custodian are not exclusive to the
Fund. The Custodian and its affiliates and associates (as defined in the Securifies Act (Ontario)) may, at
any time, engage in any other activity,

The Trustee and the Advisor and their directors and officers engage in the promotion, management or
investment management of one or more funds or trusts which invest primarily in income funds. The
Advisor acts as the investment advisor or administrator for other funds and may in the future act as the
investment advisor to_other funds which invest in income funds. - The services of the Trustee are not
exclusive to the Fund.

In addition, the directors and officers of the Trustee and the Advisor may be directors, officers,
shareholders or unitholders of one or more issuers in which the Fund may acquire securities. The Trustee,
the Advisor or their affiliates may be a manager of one or more issuers in which the Fund may acquire
securities and may be managers or administrators of funds that invest in the same securities as the Fund.
Although none of the directors or officers of the Trustee or the Advisor will devote his or her full time to
the business and affairs of the Fund, each director and officer of the Trustee or the Advisor will devote as
much time as is necessary to supervise the management of (in the case of the directors) or to manage the
business and affairs of (in the case of officers) the Fund, the Trustee and the Advisor, as applicable.

100 FUND GOVERNANCE

Bmmﬁion sﬁppom good governance practices for its fimds. The Fund is managed by the Trustee and
consequently, the Board of Directors and committees referred to are the Board and committees of the

The Board is responsible for the overall stewardship of the business and affairs of the Fund. The Fund
has Investment Ob]ecuves and Investment Stmtegres which are set out in the Declaration of Trust.

The Board cons:sts of 5 directors, 3 of whom are, mctependent of mnnagemenL Details regarding the
names, principal occupations and committee memberships of the Board are set out in section 8.1.2. The
Board belicves that the number of:directors is appropriate and only non-management directors are
compensated. Amounts paid as compensation to the directors are reviewed anpually to ensure they
realistically reflect the responsibilities and risk involved in being an effective director. The Board has
eppointed 8 Governance Committee which is responsible for making recommendetions to the Board with
respect to developments in the area of governance and practices of the Board. Individual directors may
engage an outside advisor at the cxpmsc of the Fund subject to the approval of tbc Govemance
Committee. :

To assist the Board in monitoring the Fund‘s fmancial reporting and disclosme. the Board has established
an Audit Committee. The Audit Committee consists of 3 members, all of whom are independent. The
responsibilities -of the Audit Committee include, but are not limited to, review of the Fund’s firancial
statements and the annual audit performed by PricewaterkouseCoopers LLP (“PWC”), the auditor of the
Fund; oversight of intemal contro! znd of the Fund’s compliance with tax laws and regulations. PWC
reports to the Audit Committee and the Audit Committee and PWC have direct communication chamnels
todmcussandrevaew speclﬁc issues as appropriate. ..

The Board is responsﬂ:le for developing the Fund’s spproach to govammce issues and, together with the
Manager, is evolving a best prectices govemnance procedure. To ensure the proper management of the
Fund and compliance - with regulatory requirements, the Board of Directors has edopted policies,
procedures and guidelines relating to business practices, risk management control, and internal conflicts
of interest. As part of managing its business practices, the Board has adopted a Whistleblower Policy, a
Privacy Policy and a Proxy Voting Policy.




The Whistleblower Policy establishes a procedure for the receipt, retention and treatment of complaints
regarding accounting, intemal accounting controls and auditing matters pertaining to the Fund. The
Privacy Policy dictates the manner in which the Manager may collect, use and disclose personal
information regarding the Unitholders. The Proxy Veting Policy is described in section 10,1, As part of
its risk management, the: Board has adopted a Disclosure Policy. The Disclosure Policy sets out
guidelines that aim to ensure that complete, accurate and balanced information is disclosed to the public
in a timely, orderly and broad-based manner in accordance with securities laws and regulations. As part
of managing potential internal conflicts of interest, the Board has adopted a Code of Business Ethics and
an Insider Trading Policy. The Code of Business Ethics and Insider Trading Policy, address, among other
things, ethical business practices and handling of material information and purchasing or selling of
securities by insiders. As 8 result of the new legislation introduced in late 2005, the Trustee intends to
appoint an Independent Review Committee in 2007 to deal with potential conflict of interest matters
between the Trustee and the Fund. -

The Trustee maintainsawebsite for the Funda:www.bmﬁptongmup.com. The mandate of the Board is
available on the website. The Fund has an investor relations line to respond to inquiries from
Unitholders, - '

10,8 Prooy Vedlng Polley

From and after Qctober 27, 26086, the date Brompton Funds Management Limited took over management
of the Fund, the Fund has delegated to the Advisor, Brompton Capital Advisors Inc., responsibility to
exercise the voting rights attached to the securities held by the Fund and it is the Advisor’s policy to seek
toensurethatpmxm forsecunussheldbymei?mdmvotadmmstemly and in the best interests of the
Fund. e

The Fund, through the Advisor, has engaged the services of Institutional Shareholder Services (“ISS™) to
vote the proxies releted to the securities held by the Furd and to provide informstion relating to such
voting for the purpose of providing the recessary reporting by the Fund. The Advisor has adopted the
ISS 2006 Canadian Proxy Voting Guidzelines (“Policy”). In the case of routing mstiers, which includes
ratification of auditors exd financial reporting, the Policy generally allows for voling in favour of
management’s recommendation unless IS8 believes it would be in the best interests of the Unitholders to
vote against the resolution. In respect of ron-routine matters such as mergers and corporete restructurings,
capital restructuring, executive end director compensaticn, motters are dealt with on o case-by-case basis
with the best interests of the Unitholders in mind at all times. In circumstsnces where the Advisor
becomes aware of s coaflict of interest, the Advisor will defer to the Policy. A copy of the proxy voting
policy including the Policy is available on request at no cost from the Trustee by calling (416) 642-6800
or by writing to tite Trustee at Sqite 2930, Box 793, Bay Wellington Tower, BCE Plece, 181 Bay Street,
Toronto, Ontario M3J 2T3.

The policies and procedures that the Fuﬁ follows when voting proxies relating to ponifolio éecurities are
available upon request, at ro cost, by calling 1-866-642-6801 or by writing to the Trustes at Suite 2930,
P.O. Box 793, Bay-Wellington Tower, BCE Plece, 181 Bay Street, Toronto, ON . M5J 2T3.

Thke Fund's voting recozd for sthe most recent period end'ed June 30 of each year is availsble free of charge
to any Unitholder of the Fund upon request £t any time ofter August 31 of that year. The Fund has made
its proxy veling record aveilable on its website at www.bromptongroup.com..

102 Seeturitioo Lecding

In order to generate cdditional returns, the Fund has eatered into a written securities lending agreements
(“Securities Lending Agreements™) with Barclays Global Investors N.A. and Berclays Global Investors
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Limited {*Barclays™), as agents for the Fund, to administer any secunt:es lendmg transaction for the
Fund.

The Trustce manages the risks associated with securities lcndmg by requiring the Custodian, pursuant to
the Securities Lending Agreement, to:

. Enter into securities lending, repurchase or reverse purchase transactions with reputable
- and well-established Canadian and foreign: brokers, dealers and institutions
(“eounterpmes").

. Mmmam internal controls, procutures and records

. »-~Estabhsh daily the market value ofboth th:e securities loaned by the Fund under a
securities lending transaction and the cash or collateral held by the Fund. If on any day
the market:value of the cash or collateral is less than 105% of the market value of the
borrowed or sold securities, Barclays will request that the counterparty provide additional
cashorcollateraltothel’undtomakeuptheshortfall and

® ‘n'Enwmﬂ:mmeeollamﬂtobedelivewdmmeF:mdnsoneormmofcash,quahﬁed
' securities or securities immediately convertible into, or exchangeable for, securities of the
. sammssw.classonypc andsameterm:fapplmh!e,asthssecunnesbemgloanedby
-'theFmd. _ :
Thetansacnonmaybetermmaﬁedbyﬂ:eFmdatwhmcandmloauedaecurmesrecalledmthmtbe
mmmulcmwmmyseulmtmodforsuchumsumm

The Tmstee has written procodmes that set out the objecﬁvw, goals and nsk management practices with
respect to securities lending arrangements which are reviewed annually by the Board of Directors.
Securitics lendmg arrangements and risks' are monitored by the Trustee. On at least an annusal basis,
Barclays reviews the paremeters under ‘which ‘they take- -collateral. This'process’is undertaken by their
independent Global Credit Group, The process evaluates curtent and historical market conditions
including volatility, liquidity and correlation between lent assets taken as collateral. The results of this
analysis are used to make changes, as necessary, to Barclay’s coflateral schedule with counterparties.
’!‘lusprocesslooksmadvmawmmoswpanwdeamgh!evelofwnﬂdemtharmeucbenm assets are
protected in times of market turmoil. Hlstoncal periods of hngher volatnhty and lower lLiquidity are given
greater welght wlthm the analyms.
"

1ne lNOOME TAX CONSIDERAT!ONS

mfollmvmgts,asofﬂxedatahereof asmiumyofmepmc:pm&mdmnfcdemlmmemx
considerations generally applicable to the acquisition, holding and disposition of Units by a Unitholder
who, for purposes of the Income Tax Act is an individual {other than a trust) and who, for the purposes of
the Income Tax Act, is resident in Canada, deals at arm’s length with the Fund and holds Units es capital
property. Generally, Units’ will be considered to be capital property to a Unitholder provided that the
Unitholder does not hold the Units in the course of carrying on a business of trading or dealing in
securities und has not acquired the Units in one or more transactions considered to be an adventure in the
nature of trade. Certain Unitholders who might not otherwise be considered to hold their Units as capital
property may, mcertammrcumstmws,beeumledtohaveﬂmnmmdascapual properiy by making an
irrevocable election in accordance with the Income Tax Act w1lh respect to all Canadian securities held
by the Umtholder R

mssmnmytsbawdonthemMpmwsmnsofthelncmTax Act, the Trustee’s understanding of
the curreit published administrative and assessing practices of the Canada Reverue Agency and all
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specific proposals to amend the Income Tax Act publicly announced by the Minister of Finance (Canada)
prior to the date hereof (the “Tax Proposals™). This summary does not otherwise take into account or
anticipate any changes in law, whether by legislative, governmental or judicial ection, nor does it take
into account provincial, territorial or foreign income tax legislation or considerations which may differ
from the federal income tax considerations discussed below.

This summary is also based on the assumption that the Fund will not, at any time, be a “SIFT trust”
within the meaning of the 2006 Proposed Amcndnwnts (defined below).

This summary is not exhausuvc of all possible Canaxllan federal income tax considerations applicable to
an investment in Units. Accordingly, the sumsnary is of a general nature only and is not intended to be
legal or tax advice to any particular Unitholder. Unitholders should consult their own tax advisors with
respect to the income tax treatment of their investment in Units,

i1  Toxotton of the Fand

This summary is based on the assumption that the Fund has at all times qualified, end will continue to
qu.al:fyasa“mutualﬁmdu'ust"mthmtheme&nmgoflhelncomeTaxAct If the Fund were not to
qualify as a mutual fund trust, the income tax considerations described below would in some respects be
materially different.

The Fundwillbembjecttotax in each taxation year ynder Part 1 of the Income Tax Act on the amount of
its income for the year, including net realized taxsble capital gains, less the portion thereof that it deducts
in respect of the, amount paid or payable to Unitholders in the year. The Fund intends to deduct, in
computing its income in egch taxation year, the full emount available for deduction in each year and,
therefore, provided the Fund makes distributions in each year of its net income and net realized capital
gains, it will generally not be liable in such year for income tax under Part I of the Income Tax Act.

The Fund may generally deduct reasonable administrative and other expenses incurred to eamn income.
On Cctober 31, 2003 the Departinent of Finance announced a Tax Proposal relating to the deductibility of
losses under the Income Tax Act. Under this Tax Proposal, a taxpayer will be considered to have a loss
from a business or property for a taxction year oaly if, in that year, it is reasonable to assume that the
taxpayer will realize a cumulative profit from the business or property during the time that the taxpayer
hascamedon,orcanreasomblybeexpectedtocarryon,thebusinessorhasheld,orcanreasonablybe
expected to hold, the property. Profit, for this purpose, does not include capital gains or capital losses. If
such Tax Proposal were to apply to the Fund, deductions that would ctherwise reduce the Fund's taxable
income could be d_emed, with after-tax retumns to the Unitholders reduced as a result. It will be necessary
for the Fund to monitor its activities and this Tax Proposal, which is proposed to apply to taxation years
beginning after 2004. On February 23, 2005, the Minister of Finance (Ccnada) announced that a more
modest legislative initistive to replace the Tax Proposals of October 31, 2003 would be released for
comment. No such legislative proposal has been released to date.

The Fund uﬁy deduct rateably over a five-year period (subject to reduction in any toxation yeer that is
less than 365 days) the agents fees and other expenses of the offering that were paid by the Fund and not
reimbursed.

The Fund has elected in sccordance with the Income Tax Act to have each of its “Conadian securities”
treated as capital property. Accordingly, gains or losses realized by the Fund on the sale of securities in
the Common Share Portfolio will be taxed as capital gains or capital losses. If the obligations of the Fund
and the Counterparty under the Forward Agreement are settled by making cash payments, o payment
made or received by the Furd may be treated as an income outlay or receipt, as epplicable. If the Fund
delivers securities in the Common Share Portfolio to the Counterparty in satisfection of its obligations
under the Forward Agreement and receives a payment from the Counterparty equal to the price stipulated
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in the Forward Agreement, the Fund will realize capital gains (capital losses) equal to the amount by
which such purchase price (less reasonable costs of disposition) exceeds (or is less than) the aggregate
adjusted cost base of such secunties.

On October 31, 2006, the Minister of Finance (Canada) announced new Tax Proposals which, if enacted,
would modify the taxation of certain flow through entitics including certain income trusts (excluding reai
estate investment trusts which meet specific conditions) and certain other trusts and partnerships, referred
to as “specified investment flow-throughs™ or “SIFTs”. The October 31, 2006 annocuncement was
followed by the release of draft legislation by the Department of Finance on December 21, 2006 (the
“2006 Proposed Amendments™). As currently drafted, the 2006 Proposed Amendments will generally not
apply to income trusts, the units of which were publicly traded as of October 31, 2006 and which comply
with normal growth guidelines, until January 1, 2011. The 2006 Proposed Amendments will apply to a
trust that became publicly-traded efter October 31, 2006 beginning with the 2007 taxation year. The 2006
Proposed Amendments will apply to a SIFT trust and will apply a tax at the trust level on distributions of
certain income (other than income which is a taxable dividend received by a SIFT trust) from such SIFT
trust at a rate of tax comparable to the combined federal and provincial corporate tax rate. Such
dxsmbunmsmllbetmntedasmablcdmdendstotheSlFrm s unitholders.

mzmmmmchmmamasasmmnfmeth all the following
criteria: (i) the trust is resident in Canada; (ii) the units of the trust are listed on a stock exchange or other
public markes; and (iii) the trust holds one or more non-poﬁf’oho propemes

Non—portfcuho propeny ofa tmst includes certain Canadian real and resopurce properties, property that the
trust (or a non-arm’s length person or partnership) uses in the course of carrying on a business in Canada,
and investments in certain “subject emtitics”. A subject entity is defined in the 2006 Proposed
Amendments -to include a trust resident in ‘Canada, 8 corporation resident in Canada and a Canadian
resident partnership. An investment by a trust-in a subject entity will be a non-portfolio property if the
investment meets either (or both) of the t‘ollowmg tests: :

0 The trust holds securities of the subject entity that have a total fair market value that is
greater than 10% of the subject entity’s "equity value". For this purpose the equity value
ofasuhjectenmythatxsauusnsthetomlfmrmaxketvalueofalloflhemcmneam
cepital interests m the tmst and

o The trust holds semrmes of the subject entity that, together with all of the securities that
= the trust holds of entities affiliated with the subject entity, have a total fair market value
that is greater-than 50% of the equity value of the trust itself. For this purpose, a trust’s

equity value is the total fair market value of all of the income and capital interests of the

Assuming that the final legislation enacts the 2006 Proposed Amendments as cwrently drafted, it is
expected that: (i) certain Income Funds in which BAI Trust holds units will be SIFTs; and (ii)
distributions received by BAI Trust which have been subject to the new distribution tax will be
characterized as taxsble dividends received from a taxable Canadian corporation. In such a case, the
redemption value of the units of BAI Trust will be reduced, which will cause a comresponding reduction in
the valve of the Forward Ag:eemm

TheDepanmentomeme(Cmada)hasmwwdwmnmmrywbesuhmmdm&etechmca!aspectsof
the 2006 Proposed Amendments prior to January 31, 2007, following -which the Minister of Finance
(Canada) has indicated that he will introduce legislation to implement the 2006 Proposed Amendments.
No assurance can be given that the final legislation implementing the 2006 Proposed Amendments will be
consistent with the foregoing or that Canadian federal income tax law respecting income trusts and other
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flow-through entities will not be further changed in a manner whlch adversely affects the Fund and its
Unitholders.

11.2 Tnxation of Unitholders

A Unitholder will generally be required to include in computing income for a taxation year the amount of
the Fund's net income for the taxation year, including net realized taxable capital gains, that is paid or
payable to the Unitholder in the taxation year whether or not such amount is paid by the issuance of
additional Units or is reinvested in additional Units. The non-taxable portion of the Fund's net realized
capital gains paid or payable (whether in cash or in Units) to a Unitholder in a taxation year will not be
included in the Unitholder's income for the year. Any other amount in excess of the Fund's net income for
a taxation year paid or payable to the Unitholder in the year will not generally be included in the
Unitholder's income. Such amount, however, will generslly reduce the adjusted cost base of the
Unitholder's Umts '

va:ded that appmpriatc designations are made by the Fund, such portion of (i) the net realized taxable
capital gains of the Fund, and (ii) the taxable amount of dividends (including “eligible dividends™)
received or deemed to be received by the Fund on shares of taxable Canadian corporations, as is paid or
payable to a Unitholder, will effectively retain its character and be treated as such in the hands of the
Unitholder for purposes of the Income Tax Act. To the extent that amounts are designated as taxable
dividends from taxable Canadian corporations, the nommal gross-up and dividend tax credit rules will
apply. - Amendments to the Income Tax Act enacted on February 21, 2007 provide an enhanced dividend
gross-up and tax credit for eligible dividends received after 2005 from taxable Canadian corporations.

Under the Income Tax Act, the Fund is permitted to deduct in computing its income for a taxation year an
amount which is iess than the amount of its distributions for the year. This will enable the Fund to utilize,
il a taxation year, losses from prior years without affecting the ability of the Fund to distribute its income
annually. The amount distributed to a Unitholder but not deducted by the Fund will not be included in the
Unitholder’s income. However, the adjusted cost base of the Unitholder's Units will be reduced by such
amount. . : '

To the extent that the adjusted cost base of a Unit becomes less than zero, the negative amount will be
deemed to be a capital gain realized by the Unitholder and the Umthnlo‘,ei‘s ad]usted cost base will be
increased by the amount of such deemed capital gain.

The Net Asset Value per Unit will reflect any income and gains of the Fund that have eccrued at the time
Units are acguired. Accordingly, a Unithokder who acguires Units may become taxable on the
Unitholder's share of income and gains of the Fund that accrued before the Units were acquired even
though it was reflected in the price paid for the Units. The purchase price for the Common Share Portfolio
under the Forward Agreement from time to time may significantly exceed the aggregate adjusted cost
base of the securities comprising the Common Share Portfolio. Therefore, there may be significant
accmedgamsmthehmdpnortomesetﬂemmt of the Forward Agreement on oz about the Termination
Date.

On the disposition or deemed disposition of a Unit, the Unitholder will realize a capital gain (or capital
loss) to the extent that the Unitholder's proceeds of disposition, less any amount that is considered to be
paid out of the income or capital gains of the Fund, exceed (or are less than) the aggregate of the adjusted
cost base of Units and any reasonable costs of disposition. If the Fund distributes property in specie on the
termination of the Fund, a Unitholder's proceeds of disposition would generally be equal to the aggregate
of the fair market value of the distributed property and the amount of any cash received, less any gain
realized by the Fund on the disposition by it of the property.
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For the purpose of determining the adjusted cost base of Units to a Unitholder, when a Unit is acquired,
the cost of the newly acquired Unit will be averaged with the cost base of all other Units owned by the
Unitholder as capital property at that time. For this purpose the cost of Units that have been issued as a
distribution will generally be equal to the amount of such distribution.

if a Unitholder acquires Units on the automatic reinvestment of a distribution at a price that is less than
the then fair market value of the Unit, it is the administrative position of the Canada Revenue Agency that
the Unitholder must include the difference in income and that the cost of the Unit will be correspondingly
increased. One-half of any capital gain (“taxable capital gain™) realized by a Unitholder on the disposition
of Units will be included in the Unitholder's income and one-hsif of any capital loss (“allowable capital
loss™) realized may be deducted from taxable capital gains in aocordance with the provisions of the
Income Tax Act.

In compnting a Unitholder 's income for purposea of the Income Tax Act, any nzt realized taxable capital
gain designated to the Unitholder in accordance with the provisions of the Income Tax Act, arising from
the settlement of the Forward Agreement (or otherwise), may be netted against any allowable capital loss
realized by the Unitholder, including any allowable capita! loss realized on the disposition of Units to the
Fund on redemption, in accordance with the detailed rules in the Income Tax Act.

In gencral terms, net income of the Fund paid or payable o a Unitholder that is designated as eligible
dividends from taxable Canadian corporations or net realized taxable capital geins and taxable capital
gains realized on the disposition of Units my increase the Unitholder 's liability for altemative minimum
tax.

120 . REMUNERATION OF DIRECTORS OFFICERS, AND TRUSTEES

TheTmstew-lspmdafeeasdssclosodmsecuonsll 'l‘heFundpaysditectorfeestothenan-
management directors as weill as expenses incurred by directors,on behalf of the Fund. In addition, the
Fund pays the expenses of any action, suit or other proceedings in which or in relation to which the
Trustee, the Advisor or the Custodian and/or any of their. respecuve officers, directors, employees,
consultants or agents is entitled to indemmity by the Fund.

For the year ended December 31, 2006, the Trustee was paid an aggregate amount of $364,017, as
consideration for its trustee and management services and expenses incurred in its capacity as Trustee of
the Fund. RS BT .

130 MATERIAL cowmm_s}

The Fund and/or the Trustee on behalf of the Fund are party to the Declaration of Trust, Custodian
Agreement, the Forward Agreement: and the Advisory Agreement, ‘

Copies of these ‘material contracts may be accessed by prospective .or .existing Unitholders at
www.sedar.com under the Fund’s profile, They are also available at the Fund’s registered office during
normal business hours. Details regarding each of these contracts are provided in section 1.2 of this
Annual Information Form in the case of the Declaration of Trust and in section 8 of this Annual
Information Form in the case of the other contracts except the Forward Agreement, which is described
below.
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140 OTHER MATERIAL INFORMATION
14,1 Forward Agreement

On May 14, 2003, the Fund entered into the Forward Agreement, which is intended to provide the Fund
with a payment on or about the Termination Date of an amount equal to the redemption proceeds of a
corresponding number of units of BAI Trust, in exchange for the Common Share Portfolio.

Under the terms of the Forward Agreement, the Fund and the Counterparty, Bank of Montreal, has agreed
that their settlement obligations under the Forward Agreement with respect to the Common Share
Portfolio securities will be discharged, at the election of the Fund, either by physical delivery of the
Common Share Portfolio securitics by the Fund to the Counterparty against cash payment or by the
making of a net cash payment to the appropriate party. The amount payable by the Counterparty for
physical delivery of the Common Share Portfolio may be more or less than the original subscription price
of the Units. If the Fund elects for physical delivery of the Common Share Portfolio under the Forward
Agmemem.theComnerpanywillpaytotheFundonorabouttheTenninaﬁonDateasthepwchaseprice
for the Common Share Portfolio an amount equal to the redemption proceeds for a comresponding number
of units of BAI Trust. Prior to the Termination Date, Common Share Portfolio securities or other
acceptable securities will be pledged to end may be held by the Counterparty as security for the
obligations of the Fund under the Forward Agreement.

Under the terms of the Forward Agreement, the long-term debt of the Counterparty must be rated at least
“A” by S&P or have an equivalent mating from Dominion Bond Rating Service Limited, Moody’s
Investors Service, Inc., Fitch Ratings or any of their respective successors (the “Approved Rating”). If the
long-tenndebtoftheComnerpa.rtyismlongersomﬁtheCmmterpaﬁymay,within%daysofmch
rating change, arrange for a substitute counterparty that is a financial institution with longterm debt rated
at the Approved Rating and accepiable to the Trustee, to assume the obligations of the Counterparty under
the Forward Agreement (the “Substitute Counterparty Arrangement”). The Trustee will not epprove any
s:whSubsﬁmteCmmterpmyAnmgmmtifwdosowou!dreaﬂtinamateﬁalmcreaseinth-zfees
payable under the Forward Agreement; If o Substitute Counterparty Armangement cannot be entered into
within the 30-day period, the Trustee will have the right to terminate the Forward Agreement.

The Forward Agreement-may also be terminated prior to the Termination Date in other circumstances,
inchuding: (i) ot the option of the Trustee, provided that Unitholder approval by Extreordinary Resolution
is obtained; or (ii) by the Counterparty if it determines in its sole discretion that it is unable to hedge its
position under the Forward Agreement on commercially reasonable terms; or (iii) by the Counterparty if
the Fund fails to pay the monthly fee under the Forward Agreement.

If, at any time, the mark-to-market- value of the Fund’s exposure under the Forward Agreement the
Counterparty excceds 30% of the Fund's net assets for a period of more than 60 days, the Trustee may
seek to amend the terms of the Forward Agreement by entering into forward a7 other derivative
transactions with the Counterparty to preserve the original objectives of the Forward Agreement. The
Trustee may agree to amend the existing forwerd arrangerfients to substitute replacement socurities for
securities subject to the Forward Agreement or the Trustee may enter into additioaal forward transactions
in respect of securities that the parties agree may be used in circumstances similar to the cxisting forward
arrangements.

If the Forward Agiecment is terminated prior to the Termination Date for any reason and no Substitute
Counterparty Arrangement is available, the Forward Agreement will be settled, at the Fund’s election,
cither by physical delivery of the Common Share Portfolio securities by the Fund to the Counterparty
against cash payment or by the making of a net cash payment to the appropriate party. The Trustee will
call a meeting of the Unitholders to consider one or mare proposals which may include a changg in the
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Investment Guidelines or the termination of Fund and the Trustee may take such other action as the
Trustee considers necessa:y under the clrcumstanccs ‘ !

14.2  Risk Factors
There are risks associated with an investment in the Units, some of which are outlined below.
No Assurance of Momh!y Distributions and No Guaranteed Rate of Remm

TheremmaasumncedmttheFmdwnllbeabletopaymomhlydlstlﬂmtwns The Fund expects to
exercise its right to partially setile the Forward Agreement prior to the Termination Date in order to
permit the Fund to fund monthly distributions as well as redemptions of Units by Unitholders from time
to time, payment for purchases of Units in the market and expenses of the Fund. Accordingly, the Fund’s
ability to pay distributions will be influenced by the performance of BAI Trust, as the return to the
Umtho!demand!he?:md wxllbedependemupontlwremonBAlﬁustbywmw of the Forward

Agreement. .« - AL .

mem1snoassmmcema£ménmTmzwanményremmdmeBAlTr'ustcouldbem;ectmzoses
As a consequence of entering into the Forward Agreement, the Fund will forgo the benefits of any
increase in the value of the Cornmon Share Porifolio. BRI

AnlnvestmentmlheFm:dxsappmpmteonlyformvestm'swbo-héveﬁw'c'apamtytoabsmtalossof
some or all of their investment and who can . withstand the effect of no distributions being paid in any
g:venmonth T R T .

' i o B

Risks of Ervor in ;-zépacqu&ﬁmg Inde,t Poryaizo o

BAI Trust will not replicate exactly the performance of the Index because the total return generated by the
BAI Trust’s securities will be reduced by transaction costs incurred in adjusting the actual balance of the
securities held by BAI Trust and other expenses of BAI Trust, whereas such transaction costs and
expensesmno%mcludedmlhem!cﬂahomofthehﬂex. It is also possible that, for a short period of
time, BAI Trust may not fully replicate the performance of the Index due to the temporary unavailability
of certain constituent income trust securities in the secondatry. market or due to other extraordinary
circumstances.

F Im.:maiorrs in Net Asset Vafz;e '

The Fund’s Net Asset Value andtha funds ava:lable for dlsmbut:on will vary :wcordmg to among other
things, distributions paid on the Units, the value of the securities in BAI Trust, the performance of the
equity market generally, and interest rates. Fluctuations in the market values of the securities in BAl
Trust may occur for a number of reasons beyond the control of the Trustee.

Units may trade in the market at a premium or a discount to the Net Asset Value per Unit and there can be
masmmcthatUmtswﬂltmdemapmeemmtheNeiAssetVatqeperUmt

General Risk of Income. Trust Jnmmeim

The value of income trust units may fluctuste in accordance with changes in the firancial condition of
those income trusts (particularly those that are heavily weighted in the Index), the condition of equity
markets generally and other factors. The identity and weighting of the units comprising the Index may
also ¢ uMumetotxme Dlsmmsonthmumtswillgmaallydependupmthedeclamuonof
distributions by the consnmem income trusts but there can be no assurance that those income trusts will
pay distributions on their securities. The declaration of such distributions generally depends upon various
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factors, including the financial condition of the income trust and general economic conditions. In
addition, BAI Trust will not be actively “managed” by traditional methods, and therefore the adverse
financial condition of a constituent income trust will not result in the elimination of its securities from
BAI Trust unless the securities of such constituent income trust are removed from the Index by S&P.

BAI Trust will also be subject to the risks inherent in investment in equity securities, including the risk
that the financial condition of the issuers of the income trust securities may become impaired or that the
general condition of the stock market may deteriorate (either of which may cause a decrease in the value
of the Index and thus in the value of its component securities). Equity securities are susceptible to
general stock market fluctuations and to violate increases and decreases in value as market confidence in
and perceptions of their issuers change. These investor perceptions are based on various and
unpredictatile factors including: expectations regarding government, economic, monetary and fiscal
policies, inflation and interest rates, economic expansion or contraction, and global or regional political,
economic and banking crises.

In many circumstances, the income trusts included in the Index may have limited operating histories. The
value of income trust securities will be influenced by factors which are not within the control of the
Trustee, which, in the case of resource-oriented royalty and income trusts, include the financial
performance of the respective issuers, commodity prices, which may vary and are determined by supply
and demand factors, including weather and general economic and political conditions, exchange rates,
interest rates, the hedging policies employed by such issuers, issues relating to the regulation of the
natural resource industry and operational risks relating to the resource sector and other financial market
conditions. In the ‘case of REIT’s, such factors include the quality of the REIT s property poxrtfolio, the
portfolio’s competition from other available space, the credit and financial stability of the portfolio’s
tenants, the perception of and the abilitiea of the REIT’s advisor, the prospects for the Canadian and U.S.

commercial real estate market and the economy in general, including the level and likely direction of
mteress rates.

Because BAI Trust wﬂl ho!d securities of the coastituent income trusts in the same proportion as they are
reflected in the Index, BAI Trust may hold more than 10% of its net assets in any one constituent income
trust. BAI Trust's holdings may become concentrated in the securities of certain constituent income
trusts, or by commedity, industry, geography or other asset class. As a result, the holdings would be less
diversified and the general risk of equity investinents referred to above may be relatively greater.

Purpose of the Index and Changes in Returns on the-Index

The Index was not created by S&P for the purpose of the Fund and S&P will make cdjustments to the
Index without regard to the interests of the Fund but rather solely with a view to the original purpose of
the Index. As&d;ushnentsmema&aMthehdex,thereWonthelm!exmayalsochmge

Counterparty Risk

The Fund has entered into the Forward Agreement with the Counterparty pursuant to which the Fund will
be required to deliver to the Counterparty on the Termination Date the Common Share Portfolio in
exchange for a cash payment in an amount equal to the redemption proceeds of the number of units of
BAI Trust specified in the Forward Agreement or the appropriate party will make 2 net cash settlement
payment to the other party. In entering into the Forward Agreement, the Fund is exposed to the credit risk
associated with the Counterparty. Depénding on the value of the index portfolio, the Fund's exposure to
the credit risk of the Counterparty may be significant. In addition, the possibility exists that the
Counterparty will default on its payment obligations under the Forward Agreement or that the proceeds of
the Forward Agreement will be used to satisfy other liabilities of the Fund, which liabilities could include
obligations to third-party creditors in the event the Fund has insufficient assets, excluding the proceeds of
the Forward Agreement, to pay its liabilities. Unitholders will have no recourse or rights against the
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assets of BAI Trust or the Counterparty and the Counterparty is not responsible for the retumms of the
index portfolio,

Securities Lending

The Fund may engage in securities lending. Although the Fund will receive collateral for the loans, and
such collateral is marked-to-market, the Fund will be exposed to the risk of loss should the borrower
default on its obligation to return the borrowed securities and the collateral beis insufficient to reconstitute
the portfolio of loaned securities. In addition, the Fund will bear the risk of loss of any cash collateral.

BAI Trust may also engage in securities lending and is subject to the rigks described above.
Treatment of Proceeds of Disposition

In determining its income for tax purposes, the Fund will treat gains or losses on the disposition of
securities in the Commoa Share Portfolio under the Forward Agreement as capital gains and losses. The
Canada Revenue Agency’s practice is not to grant advance income tax rulings on the characterization of
ltemsascapxtalgmnsormoomeandnoadvance mcometaxnﬂmghaSbeenrequeswdcrobtamed.

If, contrary to the advice ofommsel ar as a result of a chmge oflaw. uponphysxcal settfement of the
Forward AgreememthechataoterandmmngofmegamundertheForwatﬂAgreememwereoﬂmthana
capital gain on the sale of the securities thereunder, after-tax retumns to Unitholders couldbereducedamd
the Fund could be subject to non-rcftm&blemcome tax fmm such transactmns

Iliquid Securities

If the Trustee is unable to dispose of some or all of BAI Trust securities upon receipt of a redemption
request on the Termination Date, the Fund may experience a delay in the reccipt of the payment by the
Counterparty under the Forward Agreement until such time as the Trustee is able to dispose of such Fund
securities. If the Trustee is required to acquire certain securities for BAI Trust, the Trustee may be unable
to acquire the number of such secunues,ortoaoquue such secunnesatapmeacceplab!etothe Trustee,
if the market for such securities is particularly ﬂhqtud :

Conﬂicn of Interest

The Trustee and the Advisor and theirdirectmsaﬁdoﬁiceﬁengngeinthe promoticn, menagement or
investmen! management of any other fund or trust which invests primarily in Index instruments

Although none of the directors o officers of the Trustee or the Advisor will devete his.or her full time to
the business and affnirs of the Fund, each will dzvote as much time as is necessory to supervise the
management of (in the case of the directors) or to manage the business and affairs of (in the case of
ofﬁcers)thebusmesamdaﬂ'ans of the thd,the'l‘mstae and the Advisor, as applicable.

Status of | lhe Fund

The Fund is not a mﬁtualffﬁiid'for securities law pm'poses. Asa result, some of the protections provided
to investors in mutual finds under such laws will not be available to investors in the Units and certain
restrictions imposed on mutual funds under Canadian securities laws do not apply to the Fund.
Caleulation of Index Levels and Termination of the Index .

If the compater or other facilities of the TSX or S&P malfunction for any reason, calculation of the Index
levels may be delayed. S&P calculates, determines and maintains the Index. In the event S&P ceases to
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calculate the Index, the Trustee may elect to change the Investment Guidelines of the Fund to replicate the
return of an altemative index (subject to approval by Extraordinary Resolution in accordance with the
Declaration of Trust), terminate the Fund on 60 days’ notice to Unitholders, and make any such other
arrangements as it considers appropriate and in the best interests of Unitholders in the circumstances.

Changes in Legislation

There can be no assurance that income tax, securities, and other laws will not be changed in a manner
which adversely affects the distributions received by the Fund or by the Unitholders. There can be no
assurance that Canadian federal income tax laws and the administrative policies and assessing practices of
the Canadian Revenue Agency respecting the treatment of mutual fund trusts will not be changed in a
manner which adversely affects the Unitholders of the Units. If the Fund ceases to quality as a “mutual
fund trust” under the Income Tax Act, the income tax considerations described under the heading
“Income Tax Considerations” would be materially and adversely different in certain respects.

Taxation of the Fund

In determining its income for tax purposes, the Fund will treat gains or losses on the disposition of
securities in the portfolio under the Forward Agreement as capital gains and losses, The Canada Revenue
Agency's practice is not to grant advance income tax rulings on the characterization of items as capital
gains or income and no advance income tax ruling has been requested or obtained.

If, contrary to the advice of counsel to the Fund or as a result of a change of law, upon physical settlement
of the Forward Agreement the charecter and timing of the gain under.the Forward Agreement were other
than a capital gain on the sale of the securities thereunder (by virtue of the application of the general anti-
avoidance rule or otherwise), after-tax retums to Unitholders could be reduced. . . -

If the Fund ceases .to qualify as a “mutual fund trust™ under the Income Tax Act, the income tax
considerations described under the heading “Ircome Tax Considerations™ would be materially and
adversely different in certain respects. There can be no assurance thet Canadian federal income tax laws
respecting the treatment of mutual fuad trusts will not be changed in 2 manner that adversely affects the
Unitholders. Currently, a trust will be deemed not to be a nmtual fund trust if it is established or
maintained primarily for the benefit of non-residents unless all .or substantially all of its property is
property other than taxable. Canadian property as defined in the Income Tax Act. On September 16%,
2004, the Minister of Finance (Canada) released Tax Proposals (the “September 16® Tax Proposals™)
which propose that a trust would lose its status as a rmutual fund trust if the aggregate fair mariket value of
all units issued by the trust held by one or more non-resident persons or partnerships that are not
Cansadian partnerships, or any combination thereof, is more than 50% of the aggregate fair market value
of all units issued by the trust where, at that time or any previous time, more than 10% (based on fair
market value) of the trust’s property is taxable Canadian property o7 certain other types of property. The
Fund's Investment Restrictions restrict the Fund from acquiring any property that is “taxable Canadian
property” of the Fund for purposes of the Income Tax Act. However, if the September 16® Tax Proposals
are enacted as proposed, and if these circumstances applied to the Fund, the Fund would thereafter cease
to be a mutua! fund trust and the income tax considerations as described herein would be materially and
adversely different in certain respects. The September 16® Tax Proposals do not currently provide any
means of rectifying a loss of mutual fund trust status. On December 6, 2004, the Minister of Finance
(Canada) indicated that the September 16® Tax Proposals are being further considered.

As described in sgction 11.1 above, in the event that the 2006 Proposed Amendments are implemented as
currently drafied, certain Income Funds in which BAI Trust holds units will be SIFTs. While the 2606
Proposed Amendments will generally not apply to taxation years of issuers that end before 2011 where
units of the issuer have been publicly-treded before November 1, 2006, in all other cases, the 2006
Proposed Amendments will generally apply to the 2007 and later taxation years of a SIFT trust or a SIFT
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partnership. Furthermore, the Tax Proposals contemplate that the deferred application of the 2006
Proposed Amendments in respect of issuers units of which were publicly traded before November 1, 2006
will be lfost if the issuer fails to comply with guidelines in respect of “normal growth” of SIFTs (the
“Normal Growth Guidelines”). Accordingly, in such event, distributions received by BAI Trust from
SIFTs and thus amounts available for distribution by BAI Trust would be reduced as the proposed new
distribution tax becomes applicable to such SIFTs. This would cause a comresponding reduction in the
value of the Forward Agreement. In addition, as a result of these proposals, it is possible that SIFTs may
seek to restructure their affairs and organizational structures in a manner that could have an impact upon
the returns to the Fund and could limit the number of potential issuers in which BAI Trust may invest.
Although not yet implemented, the 2006 Proposed Amendments have had, and may continue to have, an
effect on the trading price of trusts and limited partnerships that may be affected by the 2006 Proposed
Amendments, which may impact the NAV of the Fund.

Significant Redemptions

Units are redeemable annually at- Net Asset Value (less any costs associated with the redemption
including all brokerage costs and Iess any income or net realized capital gains.of the Fund) as described in
section 7.0. The purpose of the annual redemption. right is to prevent the Units from trading at a
substantial discount to the Net Asset Value per Unit and to provide Unitholders with the right to realize
their investment once per year at‘approximately the Fund's Net Asset Value. While the redemption right
provides Unitholders the option of annual liquidity at Net Asset Value, there can be no assurance that it
will reduce trading discounts. If a significant aumber of Units are redeemed, the trading liquidity of the
Units couldl be significantly reduced. In addition, the expenses of the Fund would be spread among fewer
Units resuliing in a lower Distribution per Unit, . Pursuant to the Declaration of Trust tiie Manager has the
ability to terminate the Fund if the Manager determines that it would be in the best interests of
Unitholderi to do so. The Manager could cause such termination as a result of significant redemptions.

Ce . L

Liability of Unitholders -

Unitholders of the Fund do not have the protection of statutorily mandated limited liability as in the case
of sharcholders of most.Canadian corporations. - The Declaration of Trust will provide that no Unitholder,
in its capacity ‘as such, will be subject to any liability whatsoever, in tort, contract or otherwise, to any
person in connection with the Fund’s property or the obligations or the affairs of the Fund and all such
persons will look solely to the Fund's praperty for satisfaction of claims of any nature arising out of or in
connection therewith and the Fund’s property only will be subject to levy or cxecution. Pursuant to the
Declaration:. of Trust, the ‘Fund will indemnity and hold harmiess each Unitholder from any costs,
damages, liabilities; expenses, charges and losses suﬁ’ered bya Umtho!def resulting from or arising out of
such Umtlu)lder not havmg hm:ted hab:l:ty !
“ g

The Deciarauon of Trust provxdes that" the Trustee wnll use ressonable means to cause the Fund’s
operations to be conducted in such a way as to minimize the possibility of Unitholder liability and, in
particular, where: feasible, to cause every written contrect or comxmtment of the Fund to contain an
express disavowal af hablhty of Unitholders.. - ' e

Iy - i Y ] f' t,

143 Aumnﬂng Chnnges

National Instrument 81-106 Investment Fund Continuous Disclosure (*NI 81-106™) requires investment
funds, such as the Fund, to calculate its Net Asset Value in accordance with Canadian generally accepted
accounting principles (“Canadian GAAP”). Changes to Canadian GAAP were recently implemented by
the Accounting Standards Board of the Canadian Institute of Chartered Accountants with the introduction
of section 3855 Financial Instruments — Recognition and Measurement of the handbook of the Canadian
Institute of Chartered Accountants. Section 3835 requires public securities to be priced at the lowest
available bid price for long positions and the closing ask price for short positions. Currently, most
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securities are valued by investment funds at the last trade or closing price. Section 3855 was to take
effect, in all respects, for financial years commencing Cctober 1, 2006. However, the Canadian securities
regulatory authorities (“CSRA”) ackmowledged that the new standard resulted in significant difficulties
for investment funds when calculating Net Asset Value for purposes other than financial statements. In
September 2006 the CSRA granted blanket relief to investment funds subject to N1 81-106 from having to
calculate its Net Asset Value for any purpose, other than for the purpose of financial statements in
accordance with Section 3855, provided that: (i) the investiment fund continues to calculate Net Asset
Value for purposes other than its financial statements in eccordance with Canadian GAAP without giving
effect to section 3855; and (i) the notes to the financial statements include a reconciliation of the Net
‘Asset Value calculated in accordance with section 3855 to the Net Asset Value calculated without giving
effect to section 3835, The exemptive relief is effective until the earlier of (i) September 30, 2007; and
(ii) the effective date of any amendmsents to NI 81-105 to address this issue.

144 S&P AND THE TSX

TheFundisnotsmsored,‘eudorsed,so!dmpmmowdbyS&PorﬂwTSX. S&P and the TSX make no

tation, conditicn or warranty, express or implied, to the owners of the Units of the Fund or any
member of the public regarding the advisability of investing in securities generally or in the Units of the
Fund particularly or. the ability of the S&P°/TSX® Indax to track general stock market performance or
any other economic factors. S&P’s caly relationship to the Trustee is the licensing of certain trademarks
and trade names of S&P and the TSX and/or of the S&PC/TSX® Index which are deiermined, composed
mdcalczﬂatedbyS&PwithmﬂregardtotheTmsteeortbeFumd.S&Pmdthe'I’Sthvemobligationto
take the noeds of the Trustee or the owners of the Units of the Fund into consideration in determining,
composing or calculating the S&P°/TSX® Index. S&P and the TSX are not responsible for and have not
parﬁcipatedinﬂwdeteminaﬁonofthetimingoﬂpricesat,orquantiﬁaoftheUnitnoftheFundwbe
issued or in the determination or colculation of the equation by which the Units of the Fund are to be
converted into cosh. S&P and the TSX have no obligation or lishility in coanection with the
administration, merketing or treding of the Fund.

SAP AND THE TSX B0 NOT GUARANTEE THE ACCURACY AND/DR THE
COMPLETENESS OF THE SGP/TSX® INDEX QR ANY DATA INCLUDED THEREIN AND
SAP AND THE TSX SHALL HAVE NO LIADILITY FOR ANY ERRODS, OMISSIONS OR

AND THE TSX MAKE RO EXFRESS CR IMPLIED WARRANTIES, REFRESENTATIONS CRR
CONDITIONS AND EXPRESSLY DISCLAIM ALL WARRANTIES 02 CONDPITIONS OF
MERCHANTARILITY, MERCRANTADLE QUALITY OR FITNESS POR A PARTICULAR
PURECSE OR USE O ANY OTHER EXPRESS CR IMPLIZD WARRANTY @2 CONDITION
WITH DQESFECT TO THE SAFPMSKC INDEX OR ANY DATA INCLURZED THREREIN.

RAVE ANY LIABILITY FOR ANY SFECIAL, FUNITIVE, INDIRECT ORQ CONSEQUENTIAL

IDAMAGES. (NCLUDIRG LOST FROFITS), EVEN IF NOTIIED OF THE POSSIDILITY OF
SUCH DAMAGES.
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Managoment Report of Fund Perfcrmance
March 8, 2007

This annua! managemant report of fund performanca for BG Advantaged S&PTSX® Income
Trust Indax Fund {the "Fund”} contains financial highlights but does not contain the audited
annuat financial statements. The audited annual financial statamonts follow this report. The
financinl statemants include the accounts of BAI Trust,

Unitholders may obtain 8 copy of the Fund’s proxy voting policias cnd procedures, proxy voting
disclosure record, or quarierly portfolio disclosuro, et no cost, by calling B66-642-6001, or by
sending & request to Brompton Funds, Suite 2830, PO. Box 793, Bay Wellmmnn Tower,
BCE Place 181 Bay Strost, Toronto, Ontario, M6J 2T3.

svestmsnt ©Fjssiives and Steotexicn

BG Advantaged SKP/TSX® Incorste Trust Index Fund (formerly “Barclays Advantaged

. - S&PTSX Income Trust Index Fund™) is a closed-end imvestment trust that is managed by

Iy . Brompton Funds Management Limited (the “Manager®). The units of the Fund trade on

o the Toroato Stock Exchange (“TSX ") under the symbal BALUN.

i The Fund is designed to provide unitholders with tax-advantaged manthly czsh distributions
consisting of capiral gains and retum of capital in an amount which equals, to the extent
possible, the distributions paid an a portfolio of securities represented by the constiruents
of the S&P/TSX Capped Income Trust Index (the “Index®), net of expenses, and to
replicate, 1o the extent possible, the returns of the Index, net of expenses. The Index is
comprised of the largest and most fiquid income crust securities listed on the TSX and

" pelected by Standard & Poor’s (“S&P")} using its industrial classifications and guidelines for
evaluzting issuer capitatization, liquidity and fundamentals, The Fund is RRSP, DPSP, RRIF
and RESP eligible.

Forward Agreement ‘ '
Using the net proceeds from its IPO and exercise of the over-aliotment option, the Fund

ecquired a portfolio of Canadian commen srocks. At the same time, in order for the Fund
mgainexpomretodicrcmmfromaponfolioofincomemehirhareimludedindw
index, the Fund entered into a forward purchase and sale agreement (*Forward
! Agrecmem}wrd:duBanko{Monu’eal(du “Counterparty”). Under the terms of the

Forward Agreement, the Counterparty has agreed to pay to the Fund, on or about
December 15, 2010, an amount equal to the ner ascer value of BAI Truss as the purchase
price of the common share portfolio. The Counterparty subscribed for units of BAl Trust
in an amount equal to the net proceeds from the IPO and over-allotment. The net proceeds
of the subacription by the Counterparty were used by BAI Trusz to acquire the porrfolio of
income trusts which are incloded in the Index. The return co investors of the Fund is
dependent upon the retumn on the incame trust pordfolio pursuans to the Forvard Agreement,

In order to pay manthly distributions, redemptions and ongoing expenses, the terms of the
Forward Agreement permit the Fund to partially setdde the Forward Agreement prior to
December 15, 2010.

The consolidated results and the financial pasition which are discussed in this report
include the 2ccounts of the Fund and BAI Trust. The activitica of BAI Trust are discussed
above. The financial statements of the Fund and BAI Trust are consolidated pursuant to
Accounting Guideline 15 - Consolidation of Variable Interest Entities, as the Fund is
exposed to a majority of the economic benefits and risks of BA] Truse by virtue of the
Forward Agreement.
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Risks

Changes to the Fund over the financial year ended December 31, 2006 affected the overall nskassoaawdvmhan investment in the Fund
in the following ways:

(Y Asillustrated in the discussion under “Recent Developments - TaxTrcammtoflncoanm, the proposed change in the taxation
of income rrusts had a negative impact on the net asset value of the Fund.

(i) [n 2006, $33.4 million and $27.2 million of unirs were redeemed in July and Dwembcr. respectively, representing 13.8% and
14.9% of the Fund’s net assets at that time. As a result, the trading liquidity of the units may be reduced.

{iii) A significant component of the portfoho was invested in oil and gas trusts (48.6% at year-end 2006). The prices of securities in
this sector were adversely affected in 2006 by declining commodiry prices, particularly of natural m and disproportionately by
the proposed tax changes discussed below.

Risks associated with an investment in the units of the Fund are discussed in detail in the Fund’s 2nnual informasion form, which is
available on the Fund’s websire at www.bromptongroup.com or on SEDAR at www.sedar.com.

Recent Developments

Special Meeting of Unithald
On October 11, 2006, a special meeting of unitholders was held ar which time unitholders approved the transfer of the trusteeship
and management of the Fund from Barclays Global Investors Canada Limited (*Barclays™} to Brompton Funds Managentent Limited.
Barclays had soughr unitholder approval to transfer the Fund to Bromptron as part of a stravegic decision to focus its resources on its
iShares™ family of exchange-traded funds. The transfer was implemented an October 27, 2006, and =t that dme che name of the Fund
was changed from Barclays Advantaged S&P/TSX® Income Trust Index Fund to BG Advantaged S&P/TSX® Incoms Trust Index Fund.

In addition ro approving the transfer of the tusteeship and management of the Fund, several other amendments to the declaration of
trust were approved at the meeting. The amendments were proposed in order to make the provisions of the declaration of trust more
consistent with those of other Brompton funds. The mam amendments were:

{i) Amecndment o Redémaption Dare, Arnount and Notification Period
An amendment was approved which changed the annual redemprion date from the end of July of each year 1o the second last
business day in December. To accommodate this change in date, unitholders were given an cxtra redemption opportunity in
December 2G06. A second amendment revised the calculetion of the redemption amount so that it ntes a three-day weighted
average trading price for listed socurities and includes dny costs associated with the redemption, including brokerage costs. This
change will protect unitholders from valuation anomalies that can be created by price volatility in a single day’s trading, and
approprintely allocates the costs of the redemption to the sedeeming unitholders. A third amendment increased the redemption
_notice period to ot least 20 business days prior to the redemprion date.

{H) Amendment to Termination Provisiong

An amendment was approved o extend the Fund'’s termination date, which was originally scheduled to be December 15, 2010,
to December 15, 2016. The change in the termination date dees not affect the ability of unitholders to redeem their vaits annually
at approximately net asset value per unit. A second amendment allows the Manager to cerminate the Fund if, in its opinion, ir
would be in the best interests of the unitholders of the Fund and if other investment options, such as investing in another

. Brompton fund, cannot be made available to unitholders who wish to continue their investment. The ability to rerminate the
Fund without unitholder approval may protect investors in circumstances where the Fund becomes too smatl and inefficient to
manage, such that expenses per unit increase and the tnding liguidity of the units ia reduced. As well, the ability to terminare
the Fund will eliminate the substaneial costs associated with bolding a unitholder meeting (normally borne by the Fund) to obtin
unitholder approval, which would otherwise be required.

(i) Amcndrment to Requirement for Advisery Board
An amendment was approved to remove the requirement for an advisory board. Following the transfer of dhe trusteeship and
management of the Fund, the Advisory Board wzs nto longer mecessary given that three of the five members of the Board of Directors
of the Manager are independent directors. The indspendent directors are James W, Davie, Arthur R_A. Scace, and Ken 5. Woolnes,
and they comprise the audir and corporate governance committees of the Manager,

Additional Arsendment to the Declorasion of Trust
In addition to the amendments to the declaration of trust thar were approved at the Special Meeting of Unitholders, the Manager
made the following amendment in November 2006, which did not require approval by unirholders.

The declaration of trust was amended to aflow the Manager ar its discretion to permit unitholders to withdraw their redemption
requests. The amendment was made to the Fund and other Brompron funds as a result of the mrmod in dhe income trust market
following the proposed new taxation rules announced on October 31, 2008, by the federal govemment.
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Tax Treatment of Income Trusts

Norwithstanding a campaign promise made by Prime Minister elect Stephen Harper in January 2006 not to tax income trusts, the
Federal Minister of Finance announced a proposat for a new tax ont public income trusts on October 31, 2006. The resulting effect was
a huge sell-off if bt the market, which initially erased $30 billion in market capitalization on the TSX. The Fund, which invests in income
rrusts, had acgative overall performance in light of this announced proposal.

Investment funds Kk the Fund are not subject to this proposed tax, but to the extent an investment fund invests in income trusts
{exchiding certain RETTY) the level of distributions it receives will be less if the raxing provisions come into cffect.

The pmposed K, if enacted, will take effect immediately for new income trust conversions. Existing income trusts have been given
a four-year mdnn iod ending on December 31, 2010 before they will be subject to this new tax. income trusts, with the
exception of:RE meuspecnﬁccmma,mllbesubpecttarhepmpowmmmmhmblemmudwmmomum
rate. 'lhgcfcht ‘i change will be to reduce distributable cash by as much as 31.5%, beginning in 2011, for existing public income
trusts. To the ‘éiceent such truses retum capisal asacomponemofdmrdmnhunum,dmpomon unotmb]mrodn proposed tax. For
taxable investors, the impact of this new tax will be offset by allowing the distribution portion ordinarily received as income to qualify
for the more favournble dividend tax treatinent. As a result, the proposed changes will have no net effect on an after-tax basis for
taxable investors in the highest marginal tax rate bracker. However, tax-deferred investors, such as pension funds and investments
held in registered accounts such as RRSPg, and foreign investors do not benefir from the favourable dividend tax treatment, and they
will therefore be adversely affecred when these new taxes, if enacred, come into effect in 2011.

Cerrain sectors of the income trust market, such as oil and gas eruses, have been more negatively affecred in che market than others
due to their greater concentration of foreign andfor tax-deferred holders. Over time, Brompton expects there to be a migration in
income trust holders from tax-deferred and foreign mvestors to the fully taxable investor which should improve market prices over
the tonger term,

Shordy after the government’s announcement, Bromptan began comulnng and wm'kmg with industry participants and advocacy
groups and presented to the government an alternative proposal that we felt was equitable and would protect the interests of all
investors, A copy of this proposal can be found on our website ar wrww.bromprongroup.com. Brompron continues to work to help
influence s more favourable outcome for our investors.

J ,l]

Resules of Cperatigns

Distributions
During the year ended Dacember 31, Zmé,ﬁefundmadenwmhlycashdmnbumwhxdumw $1.17 per uniz. Since inception
in May 2003 the Fund has paid votal cash distributions of $3.54 per unit.

As a resulr of the Forward Agreement, 2006 distributions were comprised of 88.6% retum of capital and 11.4% capital gains. A
return of capitl results in a deferml of income mx as it reduces the cost base of the units of the Fund held by an investor. When the
units are dispoeed of by the investos, a gain or loss will be realized based on the lower adjusted cost base.

A bmkdowncfdwmchamnmcsofal!ddum% distributions paid by the Fund is provided later in this report under “2006
Tax Information.”

Net Asset Volue v
AsamukohmlmmmtheFundamvmmpordo&mdmpnmnlyto:bcmmofdwpmpoc:dtanch.angcsm income trusts
as dizcussed above and declining natural gas prices, the ner ascet value per unit decreased by $1.68 par uniz, or 30.7%, from $15.75 per
unit to §14.07 per unit over the year. The aggregate net assets of the Fund declined from $243.4 million to $155.0 million as a resuls
of the decline in value in the investment portfolio, redesmptions and repurchases under the issuer bid program.

Investment Porrfolio

As of December 31, 2006, BAI Trusts investiments included a total of 74 mcome trusts which are diversified by issuer and industry.
The breakdovwn of the portfolio is thown in the pie chart below, and a detailed listing of BAI Trust's cecurity holdings is provided in
the financial starements.

As detailed in the table below, the portfolio recorded a net loss {realized and unrealized) of $19.2 million during the year ended
December 31, 2006. Oil and gas income truses contribuzed $8.5 million of this toss, REITa contributed a gain of $5.1 million as they
are generally not subject to the tax on income trusts.
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Portfolio Sectors

Nes Gains (Losses) by Sector (millions) Realized Unrealized Total

Qil and gas $ 258 $ (34.3) s (8.5)
Energy equipment and services 0.4 (3.5} (3.1}
Orther energy 1.5 (2.5} (1.3
Materisk 23 {5.5) (3.2)
Industrials {0.4) {2.1) {2.5}
Consumer discretionary 0.9 {1.8) {2.9)
Consurner staples 0.2) 0.2 —_
Healthcare - {0.1) 0.1
Real estate investment trusts 58 {0.5) 5.1

Fingncials 01 1.0} {0.9)
Telecommanication 0.2 1.3} {L.1}
Lhilites/posver 0.8 {1.8) {1.0)
Toral $ 370 $ {56.2) $ {19.2)

Liquidity and Capital Resources

In November 2006, the Fund established a credit facility to be used for working capital purposes. The credit facility provides for
maximum borrowings of $5.0 million at either the prime rate of interest or the bankers’ acceptance rate plus a fixed percentage, At
the end of the year, there were no amounts borrowed under this facility.

To provide liquidity, units of the Fund are listed on the TSX under the symbol BALUN. The Fund has a mandatory repurchase
program which requires the Fund to repurchase units in the market when its units trade below 95% of their net asset value per unit.
The Fund also has a normal course issuer bid program which allows it to purchase its units on the TSX when they wrade below net
asset value per unit. As a result, purchases under these programs are accretive o the net asset value per unit. A cotal of 460,349 units
were purchased in 2006 under these programs at an average price of $13.27 per unit. Investors may also redeem their units annually
in accardance with their redemption provisions.

Related Porty Tronsoctions

Pursuans to the declarations of trusts of the Fund and BAI Trust, the Manager provides management and administrative services to
the Fund and BAI Trust, for which it is paid management fees which, when taken rogether, are approximately equal to 0.55% per
annum of the net asset valee of the Fund plus applicable taxes. The Manager is responsible for paying fees to Brompton Capital
Advisors Inc., which is an affiliate of the Manager and which is responsible for the rebalancing of the Fund. In 2006, management
feetpaadtoananageramountedtoSON millicn.

Prior to the tansfer of the trusteeship and management to the Manager on October 27, 2006, Barclays received management fees of
$1.3 million. The Fund has engaged Barclays Global Investors, N.A. (“BGI™) and Barclays Global Investors Limited (“BGIL®),
affiiaces of Barclays, as securities lending agents. The Fund eamed securities lending income of $0.2 million from counterparties, and
BGI and BGIL, collectively, received the same amount as the Fund from counterparties for their role as lending agents.

Finangial Bighli

The g tables aho key financial information about the Fund and are intended to help readers onderstand the Fund’s

pmods indicated. This information is derived from the Fund’s audited annual financial statements.
The mformam ﬂae f o zableo is presented in accordance with National Instrument (“NI”} 81-106 and, as a result, does not
act as a contiz: andclomngmanmvalueperunmﬁemcm(decmsﬂmnetassctsfmmopcmnomubasedon
average umts c mg,dur the period, and all other numbers are based on actual univs ourstanding at the relevant point in time.

Net Assgvﬂ! Unis |

‘r'\s 2005 2005 2004 2003
Net osact velee, heginzing of yenr® $ 18,75 $ 13,03 $ 11.32 $ 9.48
Increcse (decrease} from operntions: ™™
Total revenue 1.22 0,01 — —
Toared expesses {023) {0.14) {013} {0.14)
Realized gnin for the year 256 2.34 0.20 0.2
Uarenlwed gain {lms) for the year {3.88) 1.55 2.49 2.34
Totn! incyerse {decrense) in net pasers from aperstions $ {033} $ 3.76 5 2.56 5 2,42
Distributions to unitheldere™
From net realized gain on investments 5 013 $ 046 $ —_ s -
Reruen of capital 1.04 0.51 0.90 0.50
Totel distribations o anitholders $ 117 $ 0.97 3 0.90 $ 0.50
Net asect valzz, ead of year® [ 14.07 3 18.75 $ 13.03 $ 11.32

™ Period from May 14, 2003 (commencement of operations} to December 31, 2003,
& Ner asser vahue per unir and distributions per unit are based on the sctusl sumber of units outstanding at the relevont time,
* The mcrease {cecrense) in net assets from operations per unit is based on the weighted average number of units ourstanding over the fiscal period.
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Ratios and Supplemental Pata

2006 2005 2004 2003
Net assets {in 0005) ] 154,985 $ 243,372 § 238,620 $ 217,775
Numbser of units curstanding (in 000s) 11,016 15,452 18,310 19,238
Management expense ratio (*MER” )™ . 145% 1.43% 1.59% 5.58%
MER exchuding interese expense, issnance costs,

Forward Agreement and borrowing costs®” 0.M% 0.68% 0.75% 0.76%
Portfolio mrnaver rape 2443% % 41.02% NA
Trading expense ratio® 0,04% 0.07% NA N/A
Closing market price 5 1322 $ 15.31 $ 13.22 $ 11.25

o Annnalized for the period from May 14, 2003 (commencement of operations} to December 31, 2003,
@ Management ecpense rotio is based on the requirernents of NI 81- wﬁandmhmdwumlermoﬂbewfo:dmmwdpumd.mhdmmw
and issuance costs, and is expressed s an annuslized percentage of the average net assens of

* MER, excluding interest expense, issuance costs, Forward Agreement and borrowing costs, has been presented separately o3 it expreszes only the ongoing
mansgement and administrative expenses of the Fund a3 o percentage of averngr et atsen.

* The Funds pastfolio curnover rate indicates how actively the Fund's portfolio advisor manages its portfolio investments, A portfalio mmover rate of 100% is
equivalent 1o the Fund buying and selling ofl of the securitics in irs poerfolio once in the conrse of the year The higher a fund’ portfolio umover rate in o yens
the greater the trading costs payable by the Fund in dhe yeas, and the greater the chance of an investor receiving taxeble copital gains in the year. There is not
necessrily o relsrionship between o bigh mmaover rate and the pefonnance of the Fund. Tbepnrdobommammenmwmdﬂwbmnfunduhﬂd:m
one year old. Portfolio turnover rate is calculzted by dividing the lesser of the coet of purchases and the proceeds of sales of portfolio securities in 8AJ Trust for
the period, exchoding cesh and short-tenn investments maturing in bess thart one year, by the sverage market value of Divestments during the petiod.

** The trading expense ratio represents total commissions expressed e» an annualized percentage of daily average net acsets of the Fund during the pesiod. This
dizclosure wos a new requirement in 2005 under NI 81-106 and was not applicd retroactiedy.

Ratins
The MER of the Fund increaced elightly from 1.43% in 2005 to 1.45% in 2006. The MER ratio is exaggerated by the inclusion of
Forward Agreement fees and securities borrowing costs incurred in association with the favourable tax strecrure of the Fund. The
MER, excinding interest expense, issuance costs and Foremrd Agreement fees and cecurities borvowing costs, increased from 0.68%
in 2005 ro 0.71% in 2006. This latter ratio is more representative of the ongoing efficiency of the administration of the Fund.,

Pocz Peziormonss

The following chart and eable show the past performance of the Fund. Past performance does not necessarily indicate how the Fund
will perform in the future. The information shown is based on the net asset value per unit and assumes thet distributions made by the
Fund on its units in the periods shown were reinvested (at net asset value per unit) in additional unirs of the Fund,

The bar chart shows the Fund'’s annual retumn in each year since inception to December 31, 2006, The chart shows, in percentage
terms, how an investment held on the firse day of each fiscal year would have increased or decreased by the last day of the ficcal year

Year-by-Year Returas

03 04 o3 o4

*  Period from May 14, 200 (commencement of operations) to December 31, 2003,
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The following table shows the Fund’s annual compound retam for each period indicated, compared with the S&P/TSX Capped
Income Trust Index {“Income Trust Index”). The Income Trust Index is a broad-based composite index which may encompass any or
all Global Industry Classification Standard (*GICS”) sectors of the income trust marketplace. Income trusts that qualify for inclusion
must derive their distribution income from actual operating entities. The Income Trust Index is calculated without the burden of
management fees and fund expenses whereas the performance of the Fund is calculated after deducting such fees and expenses.

Annual Compound Returns

1 Yeur 3 Yeors Since Inception™
BG Advaniaged SAP/TSX Income Trust Index Fund® (3.9)% 15.7% 19.9%
SKP/TSX Capped Inconwe Trust Index {2.8)% 17.3% 22.4%

# Period from May 14, 2003 (commencement of operations) to December 31, 2006,

@ Based on the net asser vahse per uniy and prsuming thar distribotions made by the Fund on i unins in the periods shovm were retavested (at ney essex valae per
unit) in addirtonal unirs of the Fond.

The Fund and the Income Trust Index experienced a slightly negative return in 2006 due largely to the proposed tax on income trusts.
As would be expected, the rerums of the Fund are lower than those for the Income Trust Index due o fees and expenses of the Fund.
The return of the Income Trust Index does not provide for such expenses.
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Summary of Investment Portfolio

As at December 31, 2006

Total net asset value ) § 154,954,582
Porrfolioc Compotiticn % of Pordolio % of NAY
Oil and gas 48.6% $7.0%
Real estate investinent trusts 14.7% 17.1%
Unilities/power 1.6% 42%
Industrinls 1.9% 35%
Other energy 5.4% 6.49%
Energy equipment and services 6.3% 74%
Macerials 39% 4.6%
Contamer discretionary 7.0% 82%
Financials 3.6% 4.2%
Telecommunicaticn 7% 32%
Health care 0.0% 1.0%
Consumer staples 0.4% 0.4%
Comman share postfolio® - 132.8%
Cash and shortterm investmenss 0.1% 0.1%
Towl invesament portfolio 100.0% 250.2%
Amounts due to Counterparty under Forward Agreemem™ {132.8%)
Orher net Labilities {17.4%)
Total nes asser value 100.0%
Top 25 Holdinn® % of Portfolio % of NAV
Advontage Energy lncome Fund . e . . 1.5% 2.1%
Baytex Encrgy Toust 1.3% 1.5%
Canpdian Oil Sands Trust . - . . 1.2% 1.5%
Vermilion Esergy Trust . B . 1.2% 1.4%
Pengrowth Energy Trust ' 1.2% 1.4%
Petrofund Energy Trust 1.2% 14%
Newalia Income Pund 1.1% 1.3%
Boardwa_[kmiﬂ"l RS ;".. '-,_":“”__‘-‘-a 1.1% 1.3%
Canadian REIT o 1.1% 1.3%
Penn YWest Encrgy Trum 1L1% 1.3%
Encrphis Resources Fund . . : 1.1% 1.3%
H&R RET . . . , 1.1% 1.3%
Provident Energy Truse . 1L1% 1.2%
NAL Oil 8 Gas Trust : 1.1% 12%
Focus Energy Trust : ' 1.1% 1.2%
Bell Nordiq Income Fund Coe : . . 1.0% 12%
ARC Energy Trust . 10% 12%
Calpine Power Iome Pund ] . . 1.0% 12%
Summir RETT ’ . LO% 12%
Precision Drilling Trest ' 1.0% 1.2%
Crescent Point Energy Trust . : 1.0% 12%
Freehold Royalry Trust . 1.0% 12%
Progress Energy Trust . 1.0% 12%
Trinidad Energy Services lncome Trust 1.0% 12%
TimberWest Forert Corp. 1.0% 1.2%
o Under the Forward , the to.ymFmdmmomquﬂmﬁemmvdudBMTmummmdﬂx

: Counterparty has agreed 1
commnoa share 0. The value of the common share compriscs the amount duc to the Counterparty ender the Forward Agreement,
@ The top 25 haldings of the Fund have been presented in eccordance with Ni §1-106.

The investreers portfolio may change des o ongoing portfolio tioes of the & fued, Onarterly epdates aro awadebls within 80 days of exch guarter exd.
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2006 Tax Information

The following information is applicable to holders who, for the purpose of the Income Tax Act {Canada), are resident in Canada and
hold Fund units as capital property outside of an RRSP, RRIF or DPSP. Unitholders should receive a T3 slip from their investment
dealer providing this information.

T3 supplementary slips for holdings of the Fund will indicare Foreigts Non-Business Income in Box 25, Other Taxable Income in Box 26,
Capital Gains in Box 21 and Dividend Income in Box 23. Dividend income is subject to the standard gross-up and federal dividend
tax credit rules.

The return of ;apital component is a non-taxable amount that serves 1o reduce che adjusted cost base of Fund units and is reported
on the T3 supplementary slips in Box 42.

The following table outlines the breakdown of the Fund’s distributions paid in 2006 on a per unit basis.

Record Payment . Remm Capital Tocad
Date Date of Capital Gams Distribution
Dec. 30, 2008 Jan. 16, 2006 $ 00797 $ 001001 $ 008798
Jan. 31, 2008 Feb. 15, 2006 0.09222 0.01184 0.10406
Feb. 28, 2006 Mar. 15, 2006 0.08884 0.01141 0.10025
Mar, 31, 2006 Apr. 15, 2006 0.08414 0.01081 0.09495
Apr. 28, 2006 May 15, 2006 0,09033 0.01160 0.10193
Mny 31, 2006 June 15, 2006 0.08526 0.01035 0.09621
June 30, 2006 Tuly 17, 2006 0.08910 0.01144 0.10054
July 33, 2006 Aug. 15, 2006 0.08197 0.01053 0.09250
Aug. 31, 2006 Sep. 15, 2006 0.08759 0,0112§ 0.09884
Sep. 29, 2006 Oct. 16, 2006 0.08460 0.01087 0.09547
Qcr. 31, 2006 Now. 15, 2006 008554 0.01099 0.09653
Nowv. 30, 2006 Dec. 15, 2006 0.08472 0.01088 0.09560
Tol § 103228 $  0.13258 $  1.16486

This information is of a general namre only and does not constitute legal or tax advice to any parvicular investor. Accordingly,
investors are advised to consult their own tax advisors with respect to their individual circumstances.

Forward-Looking Stotements.

Some of the statements contained herein including, without limitation, financial and business prospects and financial outlook may be
forward-looking statemenss which reflect maragement’s expectations regarding futesre plans and intentions, growth, results of
operations, performance and bussiness prospects and opportunities. Words such as "may,” "will," *shosld,” “could,” “anticipate,”
“belicve,” “expect,” "intend,” *plon,” *potential,® "continue” and sinilar expressions have been used to identify these forward-looking
statements, These statemenits reflect management’s current beliefs and are based on information currently available to management,
Forward-looking statesnents Involve significant risks and wuncertainties.” A number of factors could casse actual results ro differ
materially from the results discussed in the fonward-looking statements including, but not limited to, changes in general economic and
market conditions and other risk factors. Although the forward-looking statements comtained bercin are based upon what
management believes to be reasonable asssmptions, we carmot assure that actual results will be consistent with these forvard-looking
statements, Imvestors should not place undsse reliance on forward-looking statements. These forward-looking statements are made as
of the date bereof and we assume ro obligation to update or revise them to reflect new events or circumstances,
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Management’s Responsibility Statement

The financial statements of BG Advantaged S&P?/TSX® Income Trust Index Fund (formerly Barclays Advantaged S&P/TSX® Income
Trust Index Fund™) (the “Fund™) have been prepared by Brompton Funds Management Limited (the “Manager™ of the Fund} and
approved by the Board of Directors of the Manager, The Manager is responsible for the information and representations contained
in these financial statements and the other sections of the annual report.

The Manager maintains appropriate procedures to ensure that relevant and reliable financial information is produced. Statements have
been prepared in accordance with accounting principles generally accepred in Canada and include certain amounts thar are based on
estimates and judgements. The significant accounting policies applicable to the Fund are described in Noze 2 to the financial starements.
The Board of Directors of the Manager is responsible for ensuring that management fulfills its responsibilities for financial reporting
and has reviewed and approved these financial statements. The Board carries out this responzibility through the Audit Committee,
which is comprised of independent directors of the Board.

The Managee, with the approval of its Board of Directors, has appointed the extemnal firm of PricewaterhouseCoopers LLP as the
auditors of the Fund. They have audited the financial statements of the Fund in accordance with Canadian generally ageepied auditing
standards to enable them to express to unitholders their opinion on the financial statements. The auditors havefuil ap

access to the Audit Committee to discuss their findings, Gt'\“\ ”
(53
/ HEOE’VED
(Signed) (Signed)
Chief Executive Officer ~° i © oo o Chief Finanda Officer - -
BmmptanFundsMamgm Lumttd - . Brompton Funds Managerent Limi
March 8, 2007

Aw"ﬁms’s Reper oo Unineldos

To the Unitholders of BG Advantaged S&P°/TSX? Income Trust Index Fund:

We have audited the consolidated statement of investments of BG Advantaged S&P/TSX° Income Trust Index Fund (formerly
Barclays Advantaged S8P*/TSX® income Trust Index Fand*) (the “Fund®) as at December 31, 2006, the consolidated statements of
net agsets as &t December 31, 2006 and 2005 and the consolidated statements of operations and retained enmings, changes in net
assers and cach flows for the years then ended. Thesz consolidated financial statements are the responcibility of the Funds Manager
Our responsibility is to express an opinion on thece consolidated financial statements based on eur aedits.

We conducted our audits in accordance with Canadian generally accepted auditing standards, Those czandards require that we plan
and perform an audit to obiain reasonable assurance whether the financial sravements are free of marerial misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audiz aiso includes
assessing the accounting principles used and significant estimates made by management, as well as cvaluating dhe overall financial
statement prenentation.

In our opinion, these consolidated financial statements precent fairly, in all marerial respects, the investments of the Fund as at
December 31, 2008, the ner aseets as at December 31, 2006 and 2005 and the results of its operations and retained eamings, changes in
et assers and cath flows for the years then ended in 2ccordance with Canadian generally accepted nocounting principles.

{Signed)

PriceeraterbonneCospers LLP
Chartered Accozintants
‘Toronto, Ontario

March 8, 2007
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Consolidated Statements of Net Assets

As gt December 31 2006 2008
Assets

Investments, at market value $ 181,676,913 $ 241,952,506
Cash and shor-term investments 216,602 1,359,779
Income roceivable 1,623,341 2,188,594
Amounts receivable from securities sold - 318,184
Deferved financing costs (note 9) 4,644 —
‘Total assers 183,531,500 245,819,063
Lichilis,

Amonnts payable for securiries — 717,307
Accounts payable and accroed labiliries 303,185 370,224
Disuibuations payable to unitholders (note $) 1,027,829 1,359,486
Redemptions payable to unithalders (noge 3) 17,245,904 —
Tozal lichdities 218,575,918 2,447,017
Unitholders® equity

Unithalders® capital (noze 3) 104,380,295 146,409,737
Retained camingi 50,574,287 96,962,309
Net assets reprewenios unitholders” eguity § 154,954,582 § 243,371,046
Uhzits outstessding (note 33 11,016,3%0 15,452,215
Net asset walee por ciit $ 14.07 $ 15.75

Approved on behalf of BG Advantaged S&P/TSX® Income Trust Index Fund by the Board of Directors of Brompton Funds
Management Limired, the Manager.

- e e e - = PR N

(Signed) h L (Signed)
Peter A. Bracten . Jemes W, Davie
Director Director

The accompanylug notes are an iutegral pars of these ficancial statements,
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Consolidated Statements of Operations and Retained Earnings

For the years ended December 31 2006 2005
Dividends (net of withholding taxes of $4,374; 2005 - nil} $ 17,399,668 §$ 14,792,094
Interest incone 69,532 40,710
Securities keruling income (note 8) 171,504 359,041

17,640,704 15,191,865

Expenics
Manngement fees (note 6} 1,344,874 1,444,126
Forward egreement fees and borrosring cosis {note 4) 1,676,447 1,838,082
Andit fees 2,599 17,216
Custodial fees 14,423 13,292
Legsl fees 22,600 17,380
Unitholder reporting costs 43,86 5,945
Orher administrative expenses 173,879 168,711
Inzerest and hank charpes [note 9) 6,603 -

3,305,053 3,504,752

Net investment iticome 14,335,651 11,687,113

Net reclized poin on sal: of investments (note 7} 37,055,428 29,128,913

Net reclized gein on ke of cozeme thare portfolio (note 7) 42,084,733 40,132,065

Net change in unrestized kocs oo ferwerd agreement (42,084,733) (40,132,06%)

Net chzrere in marestized pais o investeosh {56,224,868) 23,594,297

Increase {decrease) in net assets frem operntions {4,833,809) 64,410,323

Retained commings, beginning of year o . . . 95,552,309 65,130,464

Excess of stated value paid oo redemprion cnd repurchare of onits {note 3) (24,736,073} (15,885,670}

Distributions to unitholders (note 5) (16,018,140} {16,692 B08)

Retained earnings, end of yeor $ 50,570,287 $ 96,962,309

Increcse (decrense) in net coacts from operotions per unit -] (0,33} 3 3,76

™ Based on weighied sverege number of units outstanding for che period {note 3).

The accompanrying sotes are an integral pare of thess firancial statermerts.
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Consolidated Statements of Cash Flows

For the years endsd December 31 2006 2005
Cash flows from operating activities:
Increase {decrease} in net assces from operati $ {4,813,809%) $ 64,410,323
Adjusanents to reconcile et cash provided by {used in) opemm
Net realized gain on sak of investments and common share portfolio (72,110,161} (69,260,978)
Net change in unrealized boes on forward agreement 42,084,733 40,132,065
Net change in unreatized loss on investments $6,224,888 {23,594,297)
Amaortization of deferred financing casts {note 9) 156 -
Increase (decrease) in income receivable 565,253 (503,970)
Increase in sccounts payable pnd accried Eabilities (67,039) (96,382)
Purchase of investments {noze 7) (56,673,605 ($5,792,411)
Proceeds from sale of investments {note 7) 97,3£0,61% 102,845,695
Cash peovided by operating sctivitics 5,541,231 58,140,035
Cesh flows from finencing activites:
Rc-pmdmsc of anits {note 3) {6,110,038) (2,814,864)
paid to unitholders of the Fuad (noze 5) 112,140,797 (16,701,922)
mdenwon of unirs of the Fund 133,40:.;)12;; (40,150,678)
E:m { —_
Cosh wed in Emncmgnmvm {56,674,408) (59,667,464)
Net decrease in cish and shon<tenn investiments - = - (1,133.477) {1,527,429)
Cash and short-term investments, beginning of year 1,359,779 2,887,208
Czsh and short-term invesuments, end of year $ 226,600 $ 1,359,779

Tbe cccompanying votes are an istegral pars of thess fisanciz] statements.
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Consolidated Statemengs of Changes in Net Ascegs

For the years ended December 31 2006 2005
Net assets, beginning of year $ 243,372,046 $ 238,620,073
Operationy;
Increase {decrease) in net assers from operations {4,833,809) 64,410,323
Unitholder ramscrioas:
Distributions to unitholders (note §)
Capital gains (1,914,073} (7,965,767)
Retum of copital {14,904,067) {8,727,041)
Toral (16,818,140) (16,692,808)
Repurchase of units of the Fund (note 3} {6,110,035) (2,814,864)
Redernpsion of units (note 3) (60,655,430) {40,150,678)
Total unitholder wansactians (66,765,515) (42,965,542)
Net increpse (decrense) in net assers {80,417,464) 4,751,973
Net assets, end of yeor $ 154,984,582 § 243,372,046
Distridations per it (note ) 5 117 $ 0.97

The eccomparnyixg rotes ore an istegral part of these fizavcial gaterments.,
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Consolidated Statement of Investmento

% of
As at December 31, 2006 Caozs Market Valne i
No.of Uniu Ol and Gas
134,117  Advantage Energy licome Fund 1,949,187 $ 1667074
260,668  ARC Energy Trust 3,165,897 5,812,896
95901  Baytex Energy Tross 978,850 2,136,674
108,661  Bonavisra Energy Trust 1098383 3,058,807
600,516  Canadian Oil Sands T 4,328,925 19,582,827
288,400  Canetic Resources Trust 6,718,445 4,741,296
85964  Cocroent Padnt Encry Tasst 1,863,159 1,511,966
93,154  Daylight Resources Trust 1,115,599 951,102
157718 Encrphs Resources Fund $,070,668 7,993,148
61,088  Feirborne Energy Trust 971,138 638,338
86,765  Focus Energy Trunt 1,568,623 1,577,388
63,014  Frechald Royah;l'l'm 1,240,766 933237
154,478  Harvest Energy Trust 5,448,432 4,051,950
97,680 NAL Oil & Gas Trust 842,947 1,202,441
81,251  Paramount Energy Trust 1,735,180 1,007,512
« 312,085 Pengrowth Eneepy T 474 6,222,978
303,320 Peon Weet Encegy Trost 12,499,518 10,789,052
107,513 Peyto Energy Trust 1477273 1,902,980
106311  DrimeWest Energy Troxt 3333302 2,285,687
96,701  Progress Encegy Trost 1,215,501 1,215,532
268418 Prowvidert Fnergy Trost 2643821 3,446,449
109,894  Shivicgbank Energy locome Foed 1,672,192 1,412,138
59,398 Trilogy Energy Trnst . 1,282,242 £77,137
$9,008 True Trust 1277476 666,670
82,798  Vermilion Trost 1,200,129 2,897,930
. 69 427,180 88,384,254 18B.6%
No.ofUnin  Ecergy Eqoipcoent and Scrvices
$9,788  CCS Income Trost 1,107,577 2,256,997
48,681  Enerflex Syctems Inconye Fund 625,130 517,928
78,598  Mullen Group Incoms Fund 1547 489 1,468,997
47,1B5  Newalts Income Fund 922,302 1,326,259
160,843 Brecision Drilling Teust 5,936,860 4,342,761
106,445 _ Trinidad Encegy Services Income Trust 1,804,543 1,468,941
12,944,401 11,401 879 6.3%
No.ofUsts OtherBoamy
€9,229  AhaGas Incoms Trest 1,350,099 1,813,800
167,884  Fort Chicepo Parmers LP. 1,361,347 1,915,629
158,090  Inutr Pipeline Fy 1,469,881 2,333,134
78,004  Keyera Facilities Inconre Pand 1,694,343 1,297,987
160,190 Pembing Pipeline lncome Fund 1,867,082 2,535,803
7,742,752 9,305,380 5.5%
No.of Units  Maosetiah
188,560  Fording Conading Coal Trust 1,990,267 4,514,868
41,0581  Labrador lron Ore Royalty Incores Fund 1,185,022 1,018,063
99,468  TimbesWest Forest Corp. 1,174,227 1,499,943
$,319,516 751,916 39%
No.of Ucits  Exdastriah
48,701  BF Conada Income Fund 1,438,129 1,848,087
109,634  Scperior Phn Incores Fund 1,342,450 1,174,180
93667 TransForoe Income Fond 1,543,294 1,263,560
Westhore Termingh: Incoms Fand 1,258,504 1,083 841
5,581,395 1,345,348 29%
No. of Units  Comsoreey Discretinnzgy
63,388  Acroplan Income Fund 854,375 1,075,684
59,289  Cinrom memationsd Incoms Fand 1,719,573 1
63,482  Comumers” Waterhester income Fend £20.$37 £51,928
£3,107  UE Waterheater Income Fund 881,336 889,170
657,784 Yellows Pares 1 Fund 7,961.19¢ 1,445,680
12,309,017 12,643,163 7.0%
No, of Uity  Cozromer Steples
£6,006  Coancrs Bros. Incorcs Frod 1,071,798 693,063
1,071,795 693,053 0.4%
Mo, of Usin  Hecltherre
109,738 CML Healtheare Income Fund 1,485,818 1,530,843
1,485,516 1,530,845 0.8%

The accomparrying rotes are an integral part of these financial staternewis.
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Consolidated Statement of Investments (continued)
% of
As at December 31, 2006 Cont Market Valoe Portlolio
No. of Units ' Real Fatate Investment Trosts
54,140  Boardwalk REIT $ 783,563 $ 2235441
24,990  Calloway REIT 1,662,318 2345724
76827  Cansdian Properties REIT : 1,068,577 1427446
73917  Capadian 859,809 2324168
98,096 Chartwell Seniors Housing REIT 1,288,779 1,367,458
43,300 Dundee REIT '1,630,660 1,673,545
75854  Extendicare REIT 1,143,499 1,102,159
159493 H&R REIT . 2,092,640 3,842.186
70,394 InnVes REIT . 699,903 971,437
105,269  iegacy Hoteh REIT ' ' 620,492 997,950
65978 Primaria Remi] REJT 817,516 1,245,665
91,216  Retirement Residences REIT 748,105 755,268
255,656  RioCan REIT - 3,114,027 6,429,748
16,529,980 26,720,194 14.7%
No.of Units  Finenciahs
171,591 1 Financial Income Fand . 4,945 457 4,504,912
56,362  Davis » Henderron Income Pund . 793,201 871,357
48,523 GMP Capite Trust ' 1,091,768 1,057,801
' 6,050,533 6,514,070 3.4%
 No.ofUnis  Tedocormmazicntion ,
159,174 BeB Aliant Regional Comtrrsicttions Inoaze Fund 5,314,1M 4,291,331
41,948 Bel) Nordiq Incoms Fund . 345276 623,845
5,859,470 4,916,776 178
No.ofUcin  UniltiewPower
91323  Algonqoin Power income Fead . . e £50,138 926,697
79,158  Celpine Power Income Fund 650,988 994
125,619  Epergy Savings lecome Fuod : 1,211,443 1,609,576
44,353 EPCOR Powrer, LP. 1,273,107 1,186,443
79,945  Norhland Power Incoms Fund 1,054,468 1,044,881
96,350  TeamAka Power LE 941,655 721,129
— ™ 3,781,707 6,563,050 36%
Tomlm Trasts . . $ 151904531 3 181576918 100.0%
Cenadisn Comznas Stocks {pledsed to tha Counterparey cader the Forward Agresmert)
No.ofShzres  Ceandicn Common Seochs ™ '
624,841  Axcen Fharma Inc. $ 11,502999 $ 11,520,454
1,060,718 CanWent Globe! Commranications Corp. 11,583,041 11,720,914
963462 CGl Groap Inc, 7,574,113 7,834,572
203219  Cogros Incorporered 7,712,882 10,059,501
530,843  HuodBay Minereh Inc. 11,582,994 11,593,611
908311 Kinross Gokd Corporction . 7,710,613 12,552,858
449,476  MEGA Brands Inc. 11,502,997 11,753,797
585,166  Rerrarch In Motion Led. 7,200,524 82,109,734
440,789 Renalne. : 9,575,345 9,256,569
629,511 The Forzani Group Lid 11,503,002 12,057,726
314,183 \estern Oil Sands [oe. 4414271 10,276,926
661,941  Westier Airlines Ltd. 7,624,810 9.882779
Tatal Cenedian Common Stocls § 109,730,369 $ 105,719472 113.2%
Payable to Connterparry undsr the Forward Asreetisent {109,730,869) (205,719 .472) {113.2%)
Tozol ) ) $ lﬂiw%&” $ 181576915 100.0%
The accomparying vodes are an integral part of these firancisl saremants,
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Notes to the Consolidated Financial S&a&ements
December 31, 2006 and 2005 .

1. OPERATIONS

BG Advantaged S&P/TSX® Income Trust Index Fund (the “Fund”™), formerly Barclays Advanwaged S8P%/TSX® Income Trust Index
Fund, is a closed-end investment trust created under the laws of the Provinee of Ontario on April 28, 2003, pursuant to an amended
and restated declaration of trust. Barclays Global Investors Canada Limired was formerly the trustee and the manager of the Fund
and, effective October 27, 2006, Brompton Funds Management Limited (the “Manager®) became the Trustee and is responsible for
managing the affairs of the Fund. The Manager has rerained Brompton Capital Advisors Inc. to acquire the portfolio and to rebalance
it in accordance with the terms of the declaration of trust, Investors Bank & Trust is the custodian of the Fund'’s assets and prepares
the weekly valuations of the Fund. The Fuad is listed on the Toronto Stock Exchange and commenced operations on May 14, 2003.
On October 11, 2006, a special meeting of unitholders was held at which time unitholders approved the transfer of the trusteeship
and management of the Fund from Barclays Global Investors Canada Limited to Brompton Funds Management Limited. The transfer
was implemented on October 27, 2006 and at thax time the name of the Fund was changed from Barclays Advantaged S&PY/TSX*®
income Trust Index Fund to BG Advantaged S&P*/TSX® Income Trust Index Fund.
Inaddmonmappromgd:etmnsfctofdwmsmhlpandmanagmmmofdml‘und several other amendments to the declaration of
trust were approved at the meeting. The amendments were proposed in order to make the provisions of the declaration of trust more
consistent with those of other Brompton funds. The main amendmaents made:

a) changed the redemption provisions of the Fund, including the notice period and method of calculating the redemption price;

b) removed the final cermination date of the Fund, and provided the Manager with the ability to terminate the Fund early without
unitholder approval if the Manager derermines that it is in the best interests of_unidlogden; and

¢} approved the removal of the Advisory Board. Following the transfer of the trusteeship and management of the Fund, the
Advisory Board was no longer nu:essarygwen thatdueeof:bcﬁvemembcrsofdteBoard ofDlreceorscftthanagcrare
independenr directors, - i

2, SIGRIFICART ACC:DUI‘J?:‘D’IJG GBLIGIES
‘These financial statements have been prepared in accordmcc with Canadnn generally accepred accounting principles and they include
estimates and assumptions made by management thar affect the reported amounts of assets and liabilities at the date of these financial
mtzmcnmandﬂlc!tpomdamounuofmcomcmdcxpcmudumgd‘ncpermdforwhmbﬂlcfmammlsmmtsmpmActual
resubs could differ from these estimates.

o) Principles of Consolidation o
Effective January 1, 2005, the Fund has retrospecnvely adopted the provision of Accounting Guideline 15 (“AcG-15™) issued by
the Canadian Instirute of Chartered Accountancs, The financial statements include the consolidated financial statements of the
Fund and BAI Trust. The financial statements have been consolidated for financial reporting purpozes by virtue of the fact thar
dtcmvnmdBMTmummnnduvdmbcancmmn ofthe opemtlanofdul"'nnd and, as such, form en integral part of
t.he business activities' of the Fund RRRER

b) Vaium:of!nvestmems
’lheFundsmvewnmumptmmﬂmmmmdmmmmvmndmmpuwynaddmvah:datdwmm
1f a closing price is not available, then theoe investments are valued using an average of the latest bid and ask prices, Short-term
invessments are recorded at marker value, The difference between market valve and the cost of the shortterm investments,

excluding any foreign exchange gain (loss), is reported aa interest income,

¢) Investment Tronsactions and locome Recognition
Investment rransactions are recorded on trade date and any reafized gains or Fosses are recognized using the average cost of the
investments, Interest income is recognized on an accrual basis. Dividends from income funds are recognized on the ex-distribution
datc.Nurca!mcdgamsarlosman the sale of investments include net realized gains or losses from foreign currency changes,

d) Income Toxes .
‘The Fund qualifies as a mutual fnndtrustunderdwhwoanaan(Canada) Provided the Fund ma’es distributions in cach
. year:of its net mcome and net realized capital gains, the Fund will not generally be lable for income tax. It is the intention of
the Fund to distribute afl of its net income and net realized capital gains on an annual basis. Accordingly, no income tax provision
~ has been recorded.
¢) Foreign Exchange
The market values of investments and other assets and liabifities that are denominated in foreign currencies are translated into
Canadian dollars at the noon rate of exchange on cach valuation date. Purchaces and sales of investmens and income derived
from investments are translated ar the rave of exchange prevailing on the respective dates of such ranszcnons.
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f) Fair Value of Financial Instruments . ‘
The fair value of the Fund’s financial instruments, which are composed of cash and short-term investments, distributions and
interest receivable, accounts payable and accrued liabilities and loans payable, approximates their book value.

g} Comparative Figures
Certain comparative figures have been reclassified to conform to the current period’s presentation,

3. UNITS OF THE PUND

Authorized

The Fund is authonzed to issue a:n unlimited number of transferable, redeemable units of beneficial interest, each of which represents
an equal, undivided interest in the net assets of the Fund. Each unit entides the holder to one vore and to participate equally with
respect to any and all distributions made by the Fund, Units may be redecmed at the option of unitholders by tendering units of the
Fund at least 20 business days prior to the tecond last business day of December {(“Redemption Valuation Date™). Redemption of
tendered unirs will be settled based on the ner asser value per unit on che Redemption Valuation Date, less associated cosms of the
redemption, including brokerage costs, Units tendered for redemption will be redecned effective on the Redemption Valuation Dare
and will be settled on or before the tenth business day in January.

Issued
e - L. .- N 1005 2005
Nurder Number
: ' of Unins Amount of Unin Amount

Uniss, begimning of year 15,452.215 $ 146,409,737 18,310,249 $ 173,489,609
Units redeczed

Annusal redemprion (3,975,476} l%iﬁm) (2,649,034) (40,150,678}

Emdmndmh:paodwredmpnmmdupm:hmofm - 24,736,073 _— 15,885,670

Units repurchosed {460,349) (6.110.085} {208,200) {2,814,864)
Units, end of yer 11,016,3¢0 § 104,320,295 15,452,215 $ 146,409,737

On July 28, 2006 and December 28, 2006, 2,047,968 and 1,927,508 units were redeemned at $16.31 and $14.14, respectively.

To enhance liquidity for its units, the Fund has implemented a mandatory marker repurchase program. If, on-any business day, the
market cloging price of the units is less than 95% of the net asser value per unit of the Fund, the Fund will be obligated to purchase
forcanccﬂauon,mmabautdmsmwdmghmday.anyumu&emdmthcmarketatpnceeatorbclowdtepnordaysmarkct
closing price except in certain circumstances.

The Fund received approval from the Toronto Stock Exchange to undertake a normal course issuer bid program for the period from
November 1, 2006 to October 31, 2007. Pursuant to the issuer bid, the Fund can purchase up o 1,336,300 of its units for cancellation
whend:enetmmva]mpaunncxcecds its trading price. During the year ended December 31, 2006, 460,349 (2005 - 208,200}
units were purchased under both the randarory market repurchase program and issuer bid program.

The weighted average number of units ourstanding for the period was 14,498,627 (2005 - 17,125,334),

4, CUOTALOD ACGOLRORIERY AXND CORWADEN §IEARU 20ATERLIID

On May 14, 2003, the Fund entered into a forward purchase and sale agreement (“Forward Agreement™) with a Canadian chartered
bank (*Counterparey™). The obligations of the Counterparty to the Fund under the Forward Agreement are determined by reference
to the performance of BAI Trust,

Under the terms of the Forward Agreement, the Counterparty has agreed to pay to the Fund, on or about December 15, 2010 or
earlier, in whole or in part at the request of the Fund, an amount equal to the redemption proceeds of the number of units of BAl
Truss specified in che Forward Agreement, in exchange for the Fund’s commen share portfolio.

In order to permit the Fund to pay: (i) monthly distributions; (ii) redemptions and repurchases of uaits; and (i} operating expenses
and other Liabilities-of the Fund, the.terms of the Forward Agreement provide thar the Forward Agreement may be sertled in whole
or in part prior to December 15, 2010, by the Fund ar its discretion.

The Fund will pay to the Counterparty a fee under the Forward Agreement of 0.55% of the net asset value of BAI Trust pius a fee
refated to the stock borrowing costs incurred by the Counterparty of 0.20% of the marker value of the Fund’s common share
portfolio, calcalated and payable monthly in arrears.

5. BISTRICUTIONS QAYARLT TO UNETLIOLEDS -

Distriburions of the Fund, as declared by the Manager, are made on a monthly basis to unitholders of record on the Last business day
of each manth, The distributions are payable by the tenth business day of the following month. For the year ended December 31, 2006,
the Fund declared toal distributions of $16, §18,140 (2005 ~ $16,692,808) or $1.17 (2005 - $0.97) per unit,
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Notes to the Consolidated Finanscial Statements (contineed)

6. MANAGEMENT P2ES

Pursuant to the declarations of trust of the Fund and BAF Trust, the Manager in its capacity as trustee provides management and
administrative services to the Fund and BAI Trust, for which it is paid s management fee equal to 0.15% per annum of the ner asset
value of the Fund plus applicable taxes and 0.40% per annum of the net asset value of BAI Trust plus applicable taxes, respectively.
The Manager is responsible for paying fees to Brompton Capital Advisors Inc., the portfolio manager of the Fund and BAJ Trust.

7. INVESTRIINT TRANSACTIONS
Transactions of investments for the year ended December 31 were as follows:

2005 2008
Proceeds from ssle of investments $ 97052435 $ 103,163,879
Lesa cost of investments sold:
Investments ar cost, beginning of year 158,955,318 173,533,869
Investmenms purchnsed during year 55,956,302 36,456,432
Investments ar cost, end of year (151,504,630} (155,955,335}
Cost of mvestments sold during the year 66,007,007 74,034,966
Net realized gain on sale of investmenns $ 37,035,428 $ 29,128,91)
Transactions of common share pordolio for the year ended December 31 were as follows:
2005 1005
Proceeds from sale of commaon share portfolio § 183,242,983 $ 143,051,763
Lets cost of comrson share parefabio sold:
Common share portfolio a1 cosz, beginning of year 126,422,297 148,187,824
Common share portfolio purchased during year 124,495,824 81,154,171
Comman thare portfolio at cast, end of yenr (109,730,369) {126,422,297)
Cos2 of common share portfolio sold during the year 141,180,252 102,919,698
Net realized gain on sale of common share portfolio § 412,054,731 $ 40,132,085

Brokerage commissions on investments purchased and sold during the year ended December 31, 2006 amounted ro $94,200 (2005 -
$164,913), For the years ended December 31, 2006 and 2005, dicre were no soft doflar amounts paid.

The comman share portfolio has been pledged to the Counterparry under the terma of the Forward Agreement.

0, CCCURITIOS LENZING

BAI Trust may lend investrnents, cither directly or through an agens, to brokers, dealers and other finarcial institutions desiring to
borrow securities. Securities knding enables BAI Trust to eamn additional income, By using sach income to offset expenses, BAl Trust
will be able to reduce the effect such expences have on BAT Trust’s ability to provide investment results that more closely correspond
to the perfonrance of the benchmark,

BAI Trust has entered into securities lending authorization agreements with Barclays Globat Investors, N.A. {BGI) and Barclays Global
Investors Limited (BGIL), as lending agents, subject to the overriding authority of the Manager. BGI is 2 narional bank association
under the laws of the United States of America and BGIL is an invesrment manager regulated by the Financial Services Authority in
the United Kingdom, Both BGI and BGIL have considerable experience and expertise in sccurities lending.

BAI Trust requires collateral in the form of cash and obligations of, or guarantecd by, the Government of Canada or a provinee thercof
or of che United States govermnent or irs agencies or instnumentalities that have an aggregate value of not less than 105% of the
marier value of the loaned securitits. The trustee assesses the creditworthiness of each borrower, and 2¢ts prompily to demand
payment from any borrower in realizing any collateral. During the year ended December 31, 2006, BAl Truct received bonds and
money market cecurities as collateral. There were no cecurities on loan as at December 31, 2006.

O, LODARS RLAYADLD

Pursuant to an agreement with a Canadian chartered bank, BAl Trust has a 364-day renewable revolving credit facility. The revolving
credit facility provides for maximum borrowings of $5.0 million for working capital purposes at enther the prime rate of interest or
the bankers’ acceptance rate plus a fixed percentage, The credir facility is secured by a first-ranking cecurity interest over all of the
Fund’s assers, There were no amounts borrowed under this facility at Decemnber 31, 2006.

Daring the year ended December 31, 2008, the minimum and maximum amounts of borrowings were nil and $3.8 million, respectively.
Costs incurred to establish the credit facilities are deferred and amortized over the term of the facilities. For the year ended December 31,
2006, $356 (2005 - nil) of deferred financing costs had been amortized.

The credit facilities are used by BAIl Trust for general Fund purposes.
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10. ADOPTION OF FUTURE ACCOUNTING STANDANRS

The Accounting Standards Board of the Canadian Institure of Chartered Accountanea (*CICA™) recently issued a new suite of
financial reporting standards that address the accounting and disclosure for financial instruments. Of particular relevance to
investment funds are changes outlined in CICA Handbock Section 3855: Financial Insgtruments - Recognition and Measurement, The
new financial reporting standards for financial instruments are effective for interim and annual financial stasements relating to fiscal
years beginning on or after October 1, 20086, These standards wilt change the way in which investments are measured for financial
statement purposes and will result in differences between the net asset value per unit (“NAVPU™) presented in the financial statements
and the NAVPU that is published weekly. The Fund has a financial year ending December 31, 2006, and as such, these changes will
not be reflected until the interim financial statements are prepared in June 2007, Such differences will primarily resuls from marketable
securities being valued using bid prices for financial statements and closing prices for the weeldy publiched NAVPU,
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This annual management report of fund performance for BG Advantaged S&P3TSX® Income
Trust Index Fund (the "Fund”} contains financial highlights but does not contain the audited
annual financial statements. The audited annual financial statements follow this report. The
financial statements include the accounts of BAI Trust.

Unitholders may obtain a copy of the Fund's proxy voting policies and procedures, proxy voting
disclosure record, or quarterly portfolio disclosure, at no cost, by calling 866-642-6001, or by
sending a request to Brompton Funds, Suite 2930, P.O. Box 793, Bay Wellington Tower,
BCE Place, 181 Bay Strest, Toronto, Ontario, M5J 2T3.

Investment Objectives and Strategies

BG Advantaged S&P¥TSX® Income Trust Index Fund (formerly “Barclays Advantaged
S&PASX Income Trusr Index Fund™) is a closed-end investment truse that is managed by
Brompron Funds Management Limited (the “Manager™). The units of the Fund trade on
the Toronto Stock Exchange (“TSX™) under the symbol BALUN.

The Fund is designed to provide unitholders with tax-advaneaged monthly cash distributions
consisting of capital gains and return of capital in an amount which equals, to the exrent
possible, the distributions paid on a portfolio of securities represented by the constituents
of the S&P/TSX Capped Income Trust Index (the “Index™), net of expenses, and to
replicate, to the extent possible, the returns of the Index, net of expenses. The Index is
comprised of the largest and most liquid income trust securities listed on the TSX and
selected by Standard & Poor’s {“S&P”) using its industrial classifications and guidelines for
evaluating issuer capitalization, liquidity and fundamentals. The Fund s RRSP, DPSP, RRIF
and RESP eligible,

Forward Agreement

Using the net proceeds from its [PO and exercise of the over-ailotment option, the Fund
acquired a portfolio of Canadian common stocks. At the same time, in order for the Fund
to gain exposure to the return from a pertfolio of income trusts which are included in rhe
Index, the Fund entered into a forward purchase and sale agreement (“Forward
Agreement”) with the Bank of Montreal (the “Counterparty”). Under the terms of the
Forward Agreement, the Counterparty has agreed to pay to the Fund, on or about
December 15, 2010, an amount equal to the net asset value of BAI Trust as the purchase
price of the common share portfolio. The Counterparty subscribed for units of BAI Trust
in an amount equal to the net proceeds from the IPO and over-allotment. The net proceeds
of the subscription by the Counterparty were used by BAI Trust to acquire the pertfolio of
income trusts which arc included in the Index. The return to investors of the Fund is
dependcent upon the return on the income trust portfolio pursuant to the Forward Agreement.

In order to pay monthly distributions, redemptions and ongoing expenses, the terms of the
Forward Agreement permit the Fund ro parually settle the Forward Agreement prior to
December 13, 2010.

The consolidated results and the financial position which are discussed in this report
include the accounts of the Fund and BAI Trust. The acrivities of BA] Trust are discussed
above. The financial statements of the Fund and BAI Trust are consolidated pursuant to
Accounting Guideline 15 — Consolidation of Variable Interest Entities, as the Fund is
exposed to a majoriry of the economic benefits and risks of BAl Trust by virtue of the
Forward Agreement.
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Risks

Changes to the Fund over the financial year ended December 31, 2006 affected the overall risk associated with an investment in the Fund

in the following ways:

i) Asillustrated in the discussion under “Recent Developments — Tax Treatment of Income Teusts,™ the proposed change in the taxation
of income trusts had a negative impact on the net asset value of the Fund.

(i) in 2006, $33.4 million and $27.2 million of units were redeemed in July and December, respectively, representing 13.8% and
14.9% of the Fund's ner assets at that time. As a resulr, the trading liquidity of the units may be reduced.

{iii} A significant component of the portfolio was invested in oil and gas trusts (48.6% ar year-end 2006). The prices of securities in
this sector were adversely affected in 2006 by declining commodity prices, particularly of natural gas, and disproportionately by
the proposed tax changes discussed below,

Risks associated with an investment in the units of the Fund are discussed in detail in the Fund's annual informacion form, which is
available on the Fund's website ar www.bromptengroup.com or on SEDAR ar www.sedar.com.

Recent Developments

Special Meeting of Unitholders

On Ocrober 11, 2006, a special meeting of unitholders was held at which time enitholders approved the transfer of the rrusteeship
and management of the Fund from Barclays Global Investors Canada Limited (“Barclays™) to Brompron Funds Managemenr Limited.
Barclays had sought unitholder approval o transfer the Fund to Brompron as part of a strategic decision to focus its resources on its
iShares™ family of exchange-traded funds. The transfer was implemented on October 27, 2006, and at thar time the name of the Fund
was changed from Barclays Advantaged $& PTSX® Income Trust Index Fund to BG Advantaged S&PTSX® [ncome Trust Index Fund.

In addition to approving the transfer of the trusteeship and management of the Fund. several other amendments to the declaration of
trust were approved at the meering. The amendments were proposed in order o make the provisions of the declaration of trust more
consistent with those of other Brompton funds. The main amendments were:

{1i)  Amendment to Redemption Date, Amount and Notification Period
An amendment was approved which changed the annual redemption date from the end of July of cach year to the second lase
business day in December. To accommodate this change in date, unitholders were given an extra redemnption opportunity in
December 2006, A second amendment revised the calculation of the redemption amount so that it uses a three-day weighted
average trading price for listed securities and includes any costs associated with the redemption, including brokerage costs. This
change will protect unitholders from valuation anomalies that can be created by price volatility in a single day’s trading, and
appropriately allocates the costs of the redemption to the redeeming unitholders. A third amendment increased the redemption
notice period to at least 20 business days prior to the redemprion dare.

{ii) Amendment o Termination Provisions

An amendment was approved to extend the Funds rerntination date, which was originally scheduled o be December 15, 2010,
to December 15, 2016, The change in the termination date does not affect the ability of unitholders to redeem their units annually
at approximately net asset value per unit. A second amendment allows the Manager to terminate the Fund if, in its opinion, it
would be in che best interests of the unitholders of the Fund and if orher investment options, such as investing in another
Brompton fund, cannor be made available to unitholders who wish to continue their investment, The ability to rerminate rhe
Fand without unitholder approval may proteet investors in circumstances where the Fund becomes too small and inefficient to
manage, such that expenses per unit increase and the trading liguidity of the units is reduced. As well, the ability to terminate
the Fund will eliminate the substantial costs associated with holding a wnitholder meeting (normally borne by the Fund) to obtain
unithalder approval, which would otherwise be required.

(iii) Amendment 1o Requirement for Advisory Board
An amendment was approved to remove the requirement for an advisory board. Following the transfer of the trusteeship and
nanagement of the Fund, the Advisory Board was ne longer necessary given that three of the five members of the Board of Directors
of the Manager are independent directors. The independent directors are James W. Davie, Arthur R.A. Seace, and Ken §. Woolner,
and rhey comprise the audit and corporate governance committees of the Manager.

Additional Amendment to the Declaration of Trust
In addition 1o the amendments to the declaration of trust that were approved at the Spectal Meeting of Unithalders, the Manager
nrde the following amendment in November 2006, which did not require approval by unitholders.

The declaration of trust was amended to allow the Manager at its discretion to permit unitholders to withdraw their redemption

requests. The amendment was made 1o the Fund and other Brompton funds as a result of the turmoil in the income trust market
following the proposed new taxation rules announced on October 31, 2006, by the federal government.




PG ADVANTAGED SEPHTSN® [ncosil, Trust Ispes Fusn — Axsual ReerokT 2006

Tax Treatment of Income Trusts

Notwithstanding a campaign promise made by Prime Minister elect Stephen Harper an January 2006 nor 1o tax income trusts, the
Federal Minister of Finance announced a proposal for a new tax on public income trusts on October 31, 2006. The resulting effect was
a huge sell-off in the market, which initially erased $30 billion in market capitalization on the TSX. The Fund, which invests in mcome
rrusts, had negative overall performance in light of this announced proposal.

Investment funds ke the Fund are not subject to this proposed tax, but to the extent an investment fund invests in income trusks
(excluding cerrain REITS) the level of distributions it receives will be less if the taxing provisions come into cifect,

The propased tax, if enacted, will take effect immediately for new income trust conversions. Existing income trusts have been given
a four-year transirion period ending on December 31, 2010 hefore they will be subject 1o this new tax. Income trusts, with the
exceprion of REITs that meet specifiv criteria, will be subject 1o the proposed tax on their distributable income ar the corporare tax
rate. The effect of this change will be to reduce distriburable cash by as much as 31 5%, beginning in 2011, for existing public incomwe
rrusts. To the extent such trusts return capital as a component of their distributions, this portion is not subject 1o the proposed tax. For
taxable investors, the impact of this new tax will be offser by allowing the distribution portion ordinarily received as income to qualify
for the more favourable dividend tax treatment. As a result, the proposed changes will have no net effect on an after-tax basis for
taxable investors in the highest marginal tax rate bracker. However, tax-deferred investors, such as pension funds and investments
held in registered accounts such as RRSPs, and foreign investors do not benefit from the favourable dividend tax treatment, and they
will therefore be adversely affected when these new taxes, if enacted, come into effece in 2011,

Certain sectors of the income frust market, such as oil and gas trusts, have been more nepatively affected in the market than others
due to their greater concentration of fureign and/or tax-deferred holders. Over time, Brompton expects there to be a migration in
income trust holders from tax-deferred and foreign investors to the fully taxable investor which should improve market prices over
the longer term.

Shortly after the government’s announcement, Brompton hegan consulting and working with industry participants and advocacy
groups and presented to the government an alternative proposal that we felt was equitable and would protect the interests of all
investors. A copy of this proposal can be found on our website at www.bromptongroup.com. Brompton continues t work to help
influence a more favourable outcome for our investors,

Results of Operations

Distributions
During the vear ended December 31, 2006, the Fund made monthly cash distributions which totalled $1.17 per unit, Since inception
in May 2003, the Fund has paid total cash distributions of $3.54 per unit.

af

As a result of the Forward Agreement, 2006 distributions were comprised of 88.6% return of capital and 11.4% capital gains. A
return of capital results in a deferral of income tax as it reduces the cost base of the untts of the Fund held by an mvestor. When the
upits are disposed of by the investor, a gain or loss will be realized based on the lower adjusted cost base.

A breakdown of the tax characteristics of all of the 2006 distributions paid by the Fund is provided later in this report under 2006
Tax Information.”

Net Asset Value

As a result of weakness in the Fund's investment portiolio due primarily to the impact of the proposed rax changes on income trusts
as discussed above and declining natural gas prices, the net asset value per unit decreased by $1.68 per unit, or 10.7%, from $15.75 per
unit to $14.07 per unit over the year. The aggregate net assts of the Fund Jdeclined from $243.4 million to $1335.0 million as a result
of the decline in value in the investment portfolio, redemptions and repurchases under the issuer bid program.

Investment Portfolio

As of December 31, 2006, BAI Trust's investments included a total of 74 income trusts which are diversified by issuer and industry.
The breakdown of the portfolio is shown in the pie chart below, and a derailed listing of BAI Trust’s security holdings is provided in
the financial statements.

As detailed in the table below, the portfolio recorded a net loss {realized and unrealized) of $19.2 million during the vear ended
December 31, 2006. Oil and gas income trusts contributed $8.5 million of this loss. REFTs contributed a gain of $5.1 million as they
are genceally not subject to the tax on income truses.

s
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Portfolto Sectors

Net Gains (Losses) by Sector (millions) Realized Unrealized Total
r UL il and gas S 25.8 S [34.5) S 3.5
— . &% Energy equipment and services 0.4 (3.5) (3.1
— 4 Other energy 1.5 (2.5) {1.0)
EE——L Matenals 21 (5.5) (3.2)
39 Indusrrials (0.4) {2.1) (2.3)
— 7% Consumer discretinnary oy (3.8) (2.9)
Consumer staples {02 0.2 —
—_ 1% Healtheare —_ 0.1) (0.1}

153% Real estare tnvestment trusts 3.6 {ih.3) 51
— 3% Financials 0.1 (1.0 (0.9
—_— 1% Telecommunication 0.2 1.3 (1.1)
TS Uilitiesfpower 0.8 (1.8) (1.0)
Total b XA § (56.1) s [19.2}

Liquidity and Capital Resources

In November 2006, the Fund established a credit facility to be used for working capital purposes. The credit facility provides for
maximum borrowings of $3.0 million ar either the prime rate of interest or the bankers’ acceptance raze plus a fixed percentage. At
the end of the year, there were no amounts borrowed under chis faciliry.

To provide liquidity, units of the Fund are listed on the TSX under the symbol BALUN. The Fund has a mandatory repurchase
program which requires the Fund to repurchase units in the market when its units trade below 95% of their ner asset value per unit.
The Fund alse has a normal course issuer bid program which allows it to purchase its units on the TSX when they trade below net
asset value per unit. As a result, purchases under these programs are accretive 1o the net asset value per umit. A total of 460,349 units
were purchased in 2006 under these programs at an average price of §13.27 per unit. Invesrors may also redeem their units annually
in accordance with their redemption provisions.

Relared Party Transactions

Pursuant to the declarations of trusts of the Fund and BAI Trust, the Manager provides management and adminiscrative services 1o
the Fund and BAI Trust. for which it is paid management fees which, when taken together. are approximately equai to 0.53% per
antum of the net asset value of the Fund plus applicable taxes. The Manager is responsible for paying fees to Brampton Capital
Advisors Inc., which is an affiliate of the Manager and which is responsible for the rehalancing of the Fund. In 2006, management
fees paid to the Manager amounted to $0.04 million.

Prior t the transfer of the trusteeship and management to the Manager on Ocrober 27, 2006, Barclays received management fees of
$1.3 million. The Fund has engaged Barclays Global Investors, N.A. ("BGI™) and Barclays Global Investors Limited (“BGIL™),
affiliates of Barclays, as securities lending agents. The Fund earned securities lending income of $0.2 million from counterparties, and
BGI and BGIL, collectively, received the same amount as the Fund from counterparties for their role as lending agents.

Financial Highlights

The following tables show selected key financial information about the Fund and are intended to help readers underseand the Fund's
financial performance for the fiscal periods indicated, This information is derived from the Fund's audited annual financial statements,
The information in the following tables is presented in accordance with National Instrument {"NI"} 81-106 and, as a result, does nor
act as a continuity of opening and closing net asset value per unit. The increase {decrease) in net assets from operations is based on
average units outstanding during the period, and all other numbers are based on actual units owstanding ac the relevant poine in dime.

Net Asser Value per Unit

2006 2008 2044 2003
Net asset value, beginning of year * S 1575 S 13.03 S 11,32 S 9,48
Increase {decrease) from operations; "
Total revenue 1.22 Q.01 — -
Total expenses (0.23) (0. 14} (t).13) (0.14)
Realized gain for the vear 1.56 234 0.20 0.22
Unrealized gain (Toss) tor the year {3.88) 1.535 249 2.34
Toral increase (decrease) in nct assets from operations $ (0.33) S 3.76 S 2.56 S 242
istributions o unitholders: "=
From wtet realized gain on investments M 0.13 ) 046 $ -— s —
Return of capital 1.04 0.51 0,90 0.50
Toual distributions to unitholders S 1.17 S 0.97 ;) 0.90 S 0.50
Net asset value, end of year? S 14.07 5 15.75 5 13.03 S 11.32

" Period from May 14, 2003 (commencement of operatiens) to 1ecember 31, 2001,
2]

Netasset value per unin and distributions per unit are based on the actual number of wnis vutstanding at the relevant time,

" The increase (decrease) in net assers from operations per unit is based on the weighted average number of units surstanding over the fiscat period.
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Ratios and Supplemental Data

2006 2005 2004 2003
Net assets (in 000s) S 154955 $ 143372 S 238,620 $ 217,775
Number of units ourstanding (in 000s) 11,016 15452 18,310 19,238
Management expense ratio (" MER™)™ 1.45% 143% 1.59% 658
MER excluding interest expense, issuance costs,

Forward Agreement and borrowing costs™ 0.71% 68 0.75% 0.764,
Partfolio tiemover rare™ 24.43% 22.97% 42.02% N/A
Trading expense ratio™ 0.04% 0.07% NIA NIA
Closing market price S 13.22 $ 15,31 S $ 11.25

W Annualized for the period from AMay 14, 2003 (commencement of aperations} & Decernber 31, 2003,

Management expense ratio is based on the requirements of NI 81-106 and includes the toral expenses of the Fund for the stated period, including interest expense
and issuance costs, and is expressed as an annualized percentage of the average ner assets of che period,

MER, excluding interest expense, issuance costs, Forward Agreement and borrowing costs, has been presented separarely as it expresses only the angoing
managenent and administrative expenses of the Fund as a percentage of average ner assets,

The Fund's portfulio turnover rate indicares how actively the Fund's portfolio advisor manages its portfolio investinents. A portfulio turnover rate of 100% iy
equivalent to the Fund buying and selling all of the securities in its portfolio onee in the course of the year. The higher a fund's portfolio turnover rate in a vear,
the preater the trading costs payable by the Fand in the vear, and the greater the chance of an investor receiving raxable capital gains in the year. There is not
necessarily a relationship between a high turnover rate and the performance of the Fund. The portfolie turnover rate is not provided when a tund is less than
one year ald. Portfolio turnover cate i caleulated by dividing the lesser of the cost of purchases and the proceeds of sales of portfolio securities in BAI Trust for
the period, excluding cash and short-term investments maturing in less than one vear, by the average market value of investments during che period.

The trading expense ritio represents total commissions expressed as an annualized percentage of daily average net assets of the Fund during the period. This
disclosure was a new requirement in 2003 under N1 81-106 and was not applied recroactively,

Expense Ratios

The MER of the Fund increased slightly from 1.43% in 2003 to 1.45% in 2006, The MER ratio 15 exaggerated by the inclusion of
Forward Agreement fees and securities borrowing costs incurred in association witch the favourable tax strucrure of the Fund. The
MER, excluding interest expense, issuance costs and Forward Agreemenc fees and securitics borrowing costs, increased from 0.68%
in 2005 to .71% in 2006. This latter ratio is meore representative of the ongoing efficiency of the administration of the Fund.

Past Performance

The following chart and table show the past performance of the Fund. Past pertormance does not necessarily indicate how the Fund
will perform in the furare. The information shown is based on the net asser value per unit and assumes that distributions made by the
Fund on its units in the periods shown were reinvested (at net asset value per unit) in additional units of the Fund.

The bar chart shows the Fund’s annual return in each year since inception to December 31, 2006. The chart shows, in percentage
terims, how an investment held on the first day of each fiscal vear would have increased or decreased by the last day of the fiscal year.

Year-by-Year Returns

0% 29.3%
M 26.3%
24.4%,
20% |-
10% =

-3.8%

-

-10% |—~

0 04 3 b

* Perivd from May 14, 2003 (commencement of operations} to December 31, 2003,
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The following table shows the Fund's annual compound return for each period indicared, compared with the S&P/TSX Capped
Income Trust Index (*Income Trust Index™). The Income Trust Index is a broad-based compusite index which may encompass any or
all Global Industry Classification Standard (*GICS™) sectors of the income trust marketplace. Income trusts that qualify for inclusion
must derive their distribution income from acrual operating entities, The Income Trust Index is calculated withour the burden of
management fees and fund expenses whereas the performance of the Fund is caleulated afrer deducting such fees and expenses.

Annual Compound Returns

1 Year 3 Years Since Inception'™
BG Advantaged S&PTSX Income Trast Index Fund® {3.8)% 15.7% 19.94%
S&PTSX Capped Income Trust Index {2.8)% 17.3% 22.4%

™ Period from May 14, 2003 {commencement of operations) to December 31, 2006,

4 Based on the net asser value per unit and assuming that distributions made by the Fund on its units in the periods shown were reinvested {at net assee value per

unit) in additional units of the Fund.

The Fund and the Income Trust Index experienced a slightly negative return in 2006 due largely to the proposed tax on income trusts,
As would be expected. the returns of the Fund are lower than those for the Income Trust [ndex due tor fees and expenses of the Fund.
The return of the Income Trust [ndex does nor provide for such expenses.
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Summary of Investment Portfolio
As at December 31, 2006

Total net asset value $ 154,934,582
Portfolio Composition % of Portfulio %o of NAY
il and gas 48.6% 57.0%
Real estate investment trusts 14.7% 17.2%
Urilities/peswer 36% 4.2%
Industrials 2.9% 3.5%
Orther energy . 5.4% 6.4%
Encrgy equipment and services 6.3% 7 A%
Marcrials 3% 4.6%%
Consumer discretionary 7.0% 8.2%
Financials J6% 425,
Telecommunication 2.7% 3.2%
Flealth care 0.8% 1.0%
Consumer staples 0.4% LER
Commen share portfolin® — 132.8%
Cash and shorr-rerm investmenrs 0.1% 0%
Total investment portfolio 100.0% 250.2%
Amounts due to Counterparey under Forward Agreement'? {(132.84%:)
Other net babilities 7.4,
Total net assec valoe 100.0%%
Top 25 Holdings® % of Portfolio % of NAV
Advantage Energy Income Fund 1.8% 2%
Bavtex Energy Trust 1.3% 1.5%
Canadian (hl Sands Trust 1.2% 1.5%
Vermilion Enerpy Trust 1.2'% 1.4%
Pengrowth Energy Trust 1.2% 1.4%

2% 1.4
A 1.3%,
1% 1.3%
A% 1.3%

s 1.3%
s0 )

Petrofund Energy Trust I
Wewalta Income Fund |
Boardwalk REIT '
Canadian REIT 1
Penn West Energy Trust 1
Encrplus Resources Fund 1.1% 1.3%
1
1
|
1

H&R REIT 1% 1.3%
Provident Energy Trust A% 1.2%
NAL Oil & Gas Trust A% 1.2%
Focus Energy Trust A% 1.2%
Rell Nordiy Income Fund 1.0% 1.2%
ARC Encrgy "Trusr LO0% L2%
Calpine Power Income Fund 1.0% 1.20%
Summit REIT 1.0% 1.2%
Precision Drilling Trusr 1.0% 1.2%
Crescene Peine Energy Trus 1.0% §.32%
Frechold Rovalty Trust 1.0% 1.2%
Progress Energy Trust 1.0% 1.2%
“Trinidad Encrgy Services Income Trust 1.0% 1.2%
TimberWest Forest Corp. 1.0% .29

" Under the Forward Agreement, the Counterparty has agreed o pay the Fund an amount equal to the net asset value of BAT Trust as the purchase price of the
commuoen share portfolio, The value of the common <hare portfolio comprises the amount due 1 the Counterparty under the Forward Agreement.

“ The top 25 holdings of the Fund have been presented in accordance with NI 81-106.

The investiment portfolio nay change due to ongoing portfolio transactions of the investment fund. Quarterly apdates are available within 60 days of each quearter end.
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2006 Tax Information

The following information is applicable to holders who, for the purpose of the Income Tax Act (Canada), are resident in Canada and
hold Fund unirs as capital property outside of an RRSP, RRIF or DPSI. Unitholders should receive a T3 slip from their investmene
dealer providing this information,

T3 supplementary slips for holdings of the Fund will indicate Foreign Non-Business Income in Box 25, Other Taxable Income in Box 26,
Capital Gains in Box 21 and Dividend Income in Box 23. Dividend income is subject to the standard gross-up and federal dividend
tax credit rules.

The return of capital component is a non-taxable amount that serves to reduce the adjusted cost base of Fund units and is reported
on the T3 supplementary slips in Box 42.

The following table outlines the breakdown of the Fund's distriburions paid in 2006 on a per unir basis.

Record Payment Return Capital Total
Date Dare of Capiral Gains Distriburion
Irec. 30, 2005 Jan. 16, 2006 5 007797 ) 001001 5 0.08798
Jan. 31, 2006 Feh. 18, 2006 0009222 001184 0.10406
Feh, 28, 2006 Mar 13, 2006 (LOBEB4 001141 010028
Mar 31, 2006 Apr. 13, 2006 (L8414 (LO1G81 0.09493
Apr. 28, 2006 May 13, 2006 009033 0.01160 0.101493
May 31, 2006 June 13, 2006 0.08326 001093 0.09621
June 30, 2006 July 17, 20048 0.08910 001144 104154
July 31, 2006 Aug. 135, 2006 008197 001053 0,09250
Aug. 31, 26 Sep. 15, 2004 008759 Q01125 D.OYRRS
Sep. 29, 2006 Ocr. 16, 2006 0.08460 041087 (09547
Oct. 31, 2004 Nov, L3, 2006 008554 0.01099 (LO9AST
Now, 30, 2006 D, 15, 2006 008472 001088 (.09560
Toral b 1.03228 5 0.13258 5 1.16486

This information is of a general natare only and does not constitute legal or tax advice to any particular investor. Accordingly,
investors are advised to consult their own tax advisors with respect to their individual circumstances.

Forward-Looking Statements

Sore of the staterments contained herein jncluding, without limitation. financial and business prospects and financial outlook nay be
forward-looking statements which reflect managenient’s expectations regarding future plans and intentions, growh, results of
operations, performance and busiuess prospects and opportunities. Words such as Trmay,” will,” “showld,” Cconld,” “anticipate,”
“helicve,” “expect.” “intend,” “plan,” "potential.” " contimie ™ and similar expressions have bees used to identify these forward-looking

statements, These statements reflect managentent’s current beliefs and are based on information crerrently available to management,
Forward-looking statements involve significant risks and wncertainties. A number of factors conld canse actual results to differ
mtaterially from the resilts discussed in the forward-looking statements inclieding, but not limited to, changes in general economic and
market conditions and other risk factors, Although the forward-looking statements contained herein are based wpon what
wanagement belicves to be reasonable assumptions, we cannot assure that actual results 1will be consistent with these forward-looking
statements. Wvestors should not place undue reliance on forward-tooking statements. These forward-looking statements are made as
of the date hereaf and we assume no obligation to update or revise thent to reflect new cvents or circumstances.
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Management’s Responsibility Statement

The financial statements of BG Advantaged S&P¥TSX® Income Trust Index Fund {formerly Barclays Advantaged S&PTSX® Income
Trust Index Fund™} {the “Fund™) have been prepared by Brompron Funds Management Limited (the *Manager™ of the Fund) and
approved by the Board of Directors of the Manager. The Manager is responsible for the information and representations contained
in these financial statements and the ather sections af the annual report.

The Manager maintains appropriate procedures to ensure that relevant and reliable financial informarion i produced. Starements have
been prepared in accordance with accounting principles generally accepted in Canada and include certain amounts thav are based on
estimates and judpements. The significant accounting policies applicable to the Fund are described in Note 2 to the financial starements,

The Board of Direcrors of the Manager is responsible for ensuring that management fulfills its responsibilities for financial reporting
and has reviewed and approved these financial statements. The Board carries our this responsibility through the Audic Commirtee,
which is comprised of independent directors of the Board.

The Manager, with the approval of its Board of Directors, has appointed the external firm of PricewaterhouseCoopers LLP as the
auditors of the Fund. They have audited the financial statements of the Fund in accordance with Canadian generally accepted auditing
standards to enable them to express to unitholders their opinion on the financial starements. The auditors have full and unrestricred
access to the Audit Committee to discuss their findings,

Raymoend R. Pether Craig T. Kikuchi
Chief Execmtive Officer Chief Financial Qfficer
Brompton Funds Management Limited Brompton Funds Management Limited

NMarch 8, 2007

Auditors’ Report to Unitholders

To the Unitholders of BG Advantaged S&P*/TSX® Income Trust Index Fund:

We have audited the consolidared statement of invesrments of BG Advantaged S&P3TSX? Income Trust Index Fund (formerly
Barclays Advancaged $& PFTSX® Income Trust Index Fund™) (the “Fund ™} as at December 31, 2006, the consolidated statements of
net assets as at December 31, 2006 and 2003 and the consolidared statements of operations and retained earnings, changes in nct
assets and cash flows for the vears then ended. These consolidared financial statements are the responsibility of the Fund’s Manager.
Our responsibility is to express an opinion on these consolidated financial statements based on our audits.

We conducted our audits in accordance with Canadian generally accepted anditing standards. Those standards require that we plan
and perform an audit 1o obtain reasonable assurance whether the financial statements are free of marerial misstatemenr, An audic
includes examining, an a test basis, evidence supporting the amounts and disclosures in the financial statements. An audir also includes
assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall financial
starement presentation.

In our opinion, these consolidated financial starements present fairly, in all material respects, the investments of the Fund as at
December 31, 2006, the net assets as ar December 31, 2006 and 20005 and the resules of its operations and retained earnings, changes in
ner assets and cash flows for the vears then ended in accordance with Canadian generally accepred accounting principles.

%Lmimfwwudw?ha LLP

PricewaterhouseCoopers LLP
Chartered Accoriants
Toronto, Ontario

March 8, 2007
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20086

Consolidated Statements of Net Assets

A at December 310 2006 2008
Asery

Investments, at market value S 181676913 $ 241,952,506
Cash and shotr-term investments 226,602 1,339.779
Income receivable 1,623,341 2,188,594
Amounts receivable frony securitios sold —_ 318,184
Deterred financing costs (note 9) 4.644 _
Total assets 183,531,500 245819063
Liabilities

Amounts pavable for securities purchased — FL7307
Accounts pavable and acerued liahilitics 303,185 370,224
Disteibutions payable to unitholders (note §) 1.027,829 1,359,486
Redemprions pavable to unitholders {note 3) 27.245.904 —
Total liabiliries 28,576,918 2497017
Unitholders’ equity

Unishalders' capital {note 3) 104,380,295 146,409 717
Retained carnings 50,574,287 96,962,309

Net anscts representing unitholders” equity

5 154,954,582

$ 243,372,046

Units ounstanding (note 3)

11,016,390

15,452,215

Net asset value per unit

$ 14.07

$ 15.75

Approved on behalf of BG Advantaged S&PYTSX® Income Trust Index Fund by the Bo
Management Limited, the Manager.

Peter A, Braaten James W. Davie
Director Dircctor

The accampanying notes are an integral part of these financial statements.

ard of Directors of Brompron Funds
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Consolidated Statements of Operations and Retained Earnings

For the vears ended December 31 2006 2003
lcome
Dividends (net of withholding taxes of $4,374; 2005 — nil) $ 17,399,668 $ 14,792,094
Interest income 69,332 40,730
Secarities lending income [hute §) 171,504 359041
17.640,7(H L5 191,865
Expenses
Management fees (note 6) 1,344,874 1,444,126
Forward agreement fees and borrowing costs (note 4) 1,676,447 1,838,082
Audit fees 22599 17,216
Custodial fees 14,425 13,292
Legal foes 22,600 17,380
Unitholder ceporting costs 43,626 3,945
Orher admanistrative expenses 173,879 168,711
Interest and bank charges (note 9) 6,603 —
3,305,053 3,504,752
Net investment income 14,335,651 11,687,113
Net realized gain on sale of investments (note 7} 37.055,428 29,128,913
Net realized gain on sale of common share portfolio (note 7} 42,054,733 A0 132063
Net change in unrealized loss on forward agrecment (42,054,733} (40,132,063)
Net change in unrealized gain on investments (56,224,888) 23,594,297
Increase {decrease) in et assets from uperations {4,833,809} 64,410,323
Rerained carnings, beginning of year 96,962,309 65,130,464
Excess of stated value paid on redemption and repurchase of units {note 3) (24,736,073) (15,885,670)
Diseributions ro unitholders (note 5) (168181400 (16.692,808)
Retained carnings, end of year $ 50,574,287 5 Y6.962.309
Increase {decrease) in net assets from operations per unit™ s {0.33) $ 3.76

M Based on weighted average number of units outstanding for the period (note 3).

The accompanying notes are an integral part of these financial statements,
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Consolidated Statements of Cash Flows

For the vears ended December 3t 2006 2005

Cash flows from operating acrivities:

Increase (decrease} in net assets from operations 5 ({833,809 5 64,410,323
Adjustments to reconcile net cash provided by {used in) operarions:
Net realized gain on sale of investments and common share parttolin (79,110,161) {69.260.978)
Net change in unrealized loss on forward agreement 42,054,733 40,132,063
Net change in unrealized loss on investments 56,224,888 (23.594,297)
Amortization of deferred financing costs {poge Y) 336 —_
Inercase (decrease) in income receivable 565,253 {503,970)
Increase in accounts payable and accrued liabilities {67.039) (96.352)
Purchase of investments (note 7) (56.673.609) (35,792,421
Prowceds trom sale of investments (note 7) 97.380,619 102,845,693
Cash provided by operating activities §5.541.231 8,140,035
Cash flows from financing aetivities:
Repurchase of unirs {note 3) {6, 110.083) (2.814,864)
Distributions paid to unitholdees of the Fund (nore 33 {17.149,797) (16,701,921
Amounts paid for redemption of units of the Fund (33,409,526} {(HL130.678)
Defeered financing costs paid (5.000) —
Cash used in financing activities {56,674,408) (59,667 464)
Net decrease in cash and short-term investunents {1.133.177) (1,327.429)
Cash and shore-term investments, beginning of year 1,359,779 2887208
Cash and short-teom investments, eod of year S 226,602 1,359,779

The accompanying notes are an integral part of these financial statements.
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Consolidated Statements of Changes in Net Assets

For the vears ended December 31

26

2005

Net assets, beginaing of vear

§ 243,172,046

$ 238,620,073

Operations:
Increase (decrense) in net assets from operations {4.833.809) 6444 10,323
Unitholder transactions:
[hstributions to unithelders (note 3)
Capital gains {1,914,073) {7.965.767)
Return of capital (14,904,067) [8,727.041)
Toral (16,818,140} (16,642.808)
Repurchase of units of the Fund (note 3) (6,110,083) {2.814.864)
Redemption of unit: (note 3) (60.655,430) (40,150,674)
Total wnitholder rransactions (66,765,515) (41.965.541)
Ner inerease [decrease) in net assers {88,417 ,464) 4,751,973

Net assets, end of year

§ 154,954,582

Distributions per unit {note §)

§ 1.17

$ 243372046
$

0.97

The accompanying wotes are an integral part of these financial statements.
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Consolidated Statement of Investments

% of
As at December 31, 2006 Cost Market Value Portlolis
No. of Units  Oil and Gas
13117 Advantage Energy Income Fund 1,949,187 $ 1,667,074
260668  ARC Energy Trust 3165897 54812.896
93,501 Baytex Enerpy Trusr 978850 2,136,674
108,661 Bonavista Energy Trust 2,098,383 3038807
600,516 Canadian Oil Sands Trusr 4. 328425 19,582,827
288400 Canetic Resources Trust 6,728,445 4,741,296
Ry 964 Crescent Poinr Energy Trust 1.863.159 1.512,966
93,154 Drayhkight Resources Trust 1,115,599 451,102
157,718 Encrplus Resources Fund 5.070.668 7.493, 148
6L0O8S  Fairborne Energy Trust 972,133 638,338
86,765 Focus Energy Trust 1.568.623 1,577,388
63,014 Frechold Royalty Trust 1,240,766 933,237
154478 Harvest Energy Trust 5448412 4,051,958
97680 NAL Ol & Gas Trust 547,947 1,202,441
S1.251 Paramount Encrgy Trust 1.735.180 1,007,512
312,085 Pengrowth Encrgy Trust 4,748,070 6,222,975
ania2o Penn West Energy “ITust 12,489,518 10,789,052
107,513 Peyto Energy Trust 1,477,273 1,902,980
106,311 PrimeWest Energy “Irust 2,333,382 1,285.687
Ja.,701 Pragress Energy Trust 1,215,901 1,215,532
2ARALS  Provident Energy Trust 2,643,821 3,446 449
109,894 Shiningbank Energy Income Fund 1,672,192 1,412,138
S9.398  Trilogy Energy Truse 1,257,242 677,137
89,008 “T'rue Energy Trust 1,277,476 666,670
#2798 Nermilion Encrgy Trust 1,200,129 2.897.930
69,427,180 88,344,254 48.6%
No. of Units  Energy Equipment and Services
£9.788  CCS Income Trust 1 AO7877 2,256,997
48,681 Enerflex Systems Income Fund 625,130 537,925
78.598  Mullen Group Income Fund 2,547,689 1,468,997
47,185 Newalta Income Fund 922,302 1,328,258
160843 Precision Drilling Truse 5.936,860 4,342,761
106,445 Trinidad Enerpy Services Income Trust 1,504,543 1,468,941
12,944,401 11,403,879 6.3%
No. of Uniew  Other Energy
69229 AltaGas ncome Trust 1,350,099 1,813,800
167484 Fort Chicago Energy Parmers [L.E 1,361,347 1,925,629
238,090 Inter Pipeline Fund 1,469,881 2,133,134
FHARM Kevera Facilities Income Fund 1,694,343 1.297 987
160,190 Pembing Pipeline Income Fund 1 867,082 2.535.808
7,742,752 9,906,338 3.5%
No, of Units  Marerials
188,560 Fording Canadian Coal Trust 2.990.267 4,534,868
41,051 Labrador [ron Ore Rovalty Income Fund 1,155,022 1,018,065
99,468 TimberWesr Forest Coep. 1,174,227 1,498,983
5,319,518 7.051.916 1.9%
No.of Units  Industrialy
68,701 BFI Canada Income Fund 1,438,129 | 848057
109,634 Suoperior Mus Income Fund 2,342,468 1,174,180
V3,667  TransForce Income Fund 1,543,294 1.263,568
90,207 Westshore Terminals Income Fund 1.258.504 1,063,541
6,582,395 3,349,346 2.9%
No, of Units  Consumer Discretionary
63,388 Aeroplan Income Fund 854,375 LO75.694
$9.28%  Cincam International [ncome Fund 1,729,573 1,360,683
£3482 Consumers” Waterheater Income Fund ¥R0,537 851,928
63,107 UE Waterheater lncome Fund 881.336 BR9.178
657,784 Yellow Pages Income Fund 7,963,196 8,465,680
12309017 12,643,163 7.0%
No. of Units  Consumer Staples
66,006 Connors Bros, Income Fund 1,071,795 693,063
1,071,795 693,063 0.4%
No.of Units  Healthcare
109,738  CML Healtheare Income Fund LARSB1R 1,530,845
1485,818 1,530,845 0.8%

The wccompanying notes are an integral part of these financial skatements.
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Consolidated Statement of Investments (concinued)

% of
As at December 31, 2006 Cost Market Valuce Partfolio
No. of Units  Real Esiate lnvesement Trusts
54,140 Boardwalk REIT S 783,563 S 22335441
84,990 Calloway REIT 1,662,318 1,345.724
76,827 Canadian Apartment P'ruperties REIT 1,068,577 1,427 446
73,917 Canadian REIT 859889 2,326,168
98,096 Chartwell Seniors Housing REIT 1,288,779 1367438
43,300 Dundee REIT 1.630.660 1,673.5458
75,854 Extendicare REIT 1,143,499 1,402,159
159,493 &R REIT 2092640 3.842.186
70,3194 [nnVest REIT £99.903 971,437
105269 Eegacy Hotels REIT 620,492 997950
63978 Primaris Rerail REIT 817516 1,245,663
91216 Retirement Residences REIT 748,105 755,268
255,656 RioCan REIT 3,114,027 6,429 748
16,529,968 26,720,195 14.7%
No. of Units  Financialy
171,590 CI Financial ncome Tund 4,965,557 4. 584912
36,362 Davis + Flenderson Income Fund 793.208 871,357
48,523 GMIP Capital Trust 1,091,768 1,057 801
6,850,533 6,514,070 3.6%
No. of Units  Telecommunication
159,174 Bell Aliant Regiconal Communications Income Fund 5,314,094 429030
41,945 Bell Nordig Income Fund 343,276 625,445
5,889,470 4.916.776 2.7%
No. of Units  Utilities/Tower
Y3,323  Algonquin Power Income Fund 630,126 926,697
79158 Calpine Power Income Fund 65088 W94.224
125,619 Enerpgy Savings Tncome Fund 1,211,443 1.689.576
44,353 EPCGR Power, LI 1,273,107 1,186,441}
79945 Norrhland Power Ingome Fund 1,054,468 14044881
96,550 TransAla Power, LI 941,653 721,229
5,781,787 6,563,050 3.6%

Total Income Trusts

S 151,904,631

S 181676915

100.0%%

Canadian Cemmon Stocks {pledged to the Counterparty under the Forward Agreement)

No. of Shares  Canadian Common Stocks
694,841 Axcan Pharma Ine.
1,060,718 CanWest Global Communications Corp.

S 11.582.999
11,583,041

S HL520464
11720934

963,662 CGl Group Ine. 7.574.383 7834572

203219 Cognos Incorporated 7712882 10,065 501

530,843 HudBay Minerals lne. 11.582,994 115393611

Y0831t Kinrass Gold Corpuration 2710613 12,552,858

449,476  MEGA Brands Inc. 11.582.997 1553797

A85.166  Rescarch In Morion Lrd. 7.200.524 47,189,734

440,789 Rona Inc. 9,378,343 9,256,549

629,511 The Forzani Group Lid. 11,583,002 12,067,726

M8 Western Ol Sands Inc. 4,414,271 10,276,926

661,941 Westjet Airlines Lod. 7624818 9 882,779
Toral Canadian Cemmon Stocks $ 109,730,869 S 205719472 113.2%
Payable to Counterparty under the Forward Agreement {109,730.869) (205,719,472) {113.2%)
Taoral § 151,904,631 S 181,676,915 100.0%

The avcompanying notes are an integral part of these financial statements,




BG AnvaN1acon SEPYTENS INcost TR INDEX FUSD — ANNUAL REPORI 2HIE

Notes to the Consolidated Financial Statements
December 31, 2006 and 2005

1. OPERATIONS

BG Advanraged S&P7TSX Income Trust Index Fund (the *Fund™), formerly Barclays Advanraged S&PYTSX® Income Trust Index
Fund, is a closed-end investment trust created under the laws of the Provinee of Onrario on April 28, 2003, pursuant to an amended
and restated declaration of trust. Barclays Global Investors Canada Limiced was formerly the trustee and the manager of the Fund
and. effective Qetober 27, 2006, Brompton Funds Management Limited {the *Manager™) became the Trustee and is respansible for
managing the affairs of the Fund. The Manaper has retained Brompton Capital Advisors Inc. to acquire the portfolio and ro rebalance
it in accordance with the terms of the declaration of rrust. Investors Bank & Trust is the custodian of the Fund's assets and prepares
the weekly valuations of the Fund, The Fund is listed on the Toronto Stock Exchange and commenced operations on May 14, 2003,

On October 11, 2006, a special meeting of unitholders was held ar which time unitholders approved the ransfer of the trusteeship
and management of the Fund from Barclays Global Investors Canada Limited to Brompton Funds Management Limited. The transfer
was implemented on October 27, 2006 and at that time the name of the Fund was changed from Barclays Advantaged S&P/TSX®
Income Trust Index Fund to BG Advantaged $&P7TSX® Income Trust Index Fund.

In addition to approving the transfer of the trusteeship and management of the Fund, several other amendments to the declararion of
trust were approved at the mecting, The amendments were proposed in order to make the provisions of the declaration of trust more
consisrent with those of other Brompton funds. The main amendments made:

a)  changed the redemprion provisions of the Fund, including the notice period and method of caleulating the redemption price;

b} removed the final termination date of the Fund. and provided the Manager with the ability to werminate the Fund early without
unitholder approval if the Manager determines that it is in the best interests of unitholders; and

¢} approved the removal of the Advisory Board. Following the transfer of the trusteeship and management of the Fund, the
Advisory Board was no Jonger necessary given that three of the five members of the Board of Directors of the Manager are
independent directors.

2. SIGNIFICANT ACCOUNTING POLICIES

These financial statements have been prepared in accordance with Canadian generally accepred accounting principles and they include
estimates and assumptions made by managemenr chae affect the reported amounts of assets and liabilities at the date of these financial
statements and the reported amounts of income and expenses during the period for which the financial statements report. Actual
results could differ from these estimates,

a)  Principles of Consolidation
Effective January 1, 2005, the Fund has rerrospectively adopted the provision of Accounting Guideline 13 (*AcG-15") issucd by
the Canadian Instirute of Chartered Accountants. The financial statements include the comsolidated financial statements of the
Fund and BAI Trust. The financial statements have been consolidated for financial reporting purposes by virtue of the facr thar
the activities of BAL Trust are considered to be an extension of the operation of the Fund and, as such, form an integral part of
the business activities of the Fund,

by  Valuation of Investments
The Fund's investments are presented ar estimated market value. Investments that are publicly traded are valued at their closing price.
If a clasing price is not available, then these investments are valued using an average of the latest bid and ask prices. Short-term
investments are recorded ar marker value. The difference between market value and the cost of the shore-term investments,
excluding any foreign exchange gain (loss), is reported as interest income.

¢)  Investment Transactions and Income Recognition
Investment transactions are recorded on trade date and any realized gains or losses are recognized using the average cost of the
investments. Interest income is recognized on an acerual basis. Dividends from income fands are recogiized on the ex-distribution
date. Net realized pains or losses on the sale of investments include net realized gams or losses from foreign currency changes.

d)  Income Taxes
The Fund gualifies as a mutual fund trust under the lncome Tax Act {Canada). Provided the Fund makes distributions in each
vear of its net income and net realized capital gains, the Fund will not generally be liable for income tax. It is the inrention of
the Fund to distribute all of its net income and net realized capital gains on an annual basis. Accordingly, no income tax provision
has been recorded.

c)  Forcign Exchange
The marker values of investments and other assets and liabilities that are denominated in foreign currencies are translated into
Canadian dollars ar the noon rate of exchange on each valuation date. Purchases and sales of investments and income derived
from investments are reanslated ac the rate of exchange prevailing on the respective dates of such rransactions,
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f)  Fair Value of Financial Instruments
The fair value of the Fund’s financial instruments, which are compuosed of cash and short-term investments, distributions and
interest receivable, accounts payable and acerued liabilities and loans payable, approximates their hook value,

g) Comparatve Figures
Certain comparative figures have been reclassitied to conform to the current period’s presentation.

3. UNITS OF THE FUND

Authorized

The Fund is authorized to issue an unlimited number of transferable, redeemable units of beneficial interest, each of which represenss
an cqual, undivided interest in the ner assets of the Fund. Each unit enritles the holder to one vote and to participare equally with
respect to any and all distributions made by the Fund. Units niay be redeemed at the oprion of unitholders by tendering units of the
Fund at least 20 business days prior to the second last business day of December (*Redemption Valuation Date™). Redemption of
tendered units will be seteled based on the net asset value per unit on the Redemption Valuation Date, less associated costs of the
redemption, including brokerage costs. Units tendered for redemption will be redeemed etfective on the Redemprion Valuation Date
and will be settled on or before the tenth business day in January.

Issued
2006 20035
Number Number
of Units Amount of Lhnirs Amount
Units, beginning of vea 15,432,215 S 146,409,737 18,310,249 $ 173489609
Units redeemed
Annual redemption {3.975.476) (64,655,430) (2,649,834} (40.150.678)
Excess of stated value paid on redemptism and repurchase of units — 24,736,073 —_ 13,885,670
Units repurchased {460,349) {6,114,085) {208,200 (2.8 14,864}
Units, end of year 11,016,390 § 104,380,295 15,452,213 S 146409737

On July 28, 2006 and December 28, 2006, 2,047,968 and 1,927,508 units were redecmed ar §16.31 and $14.14, respectively.

To enhanee liguidity for its units, the Fund has implemented a mandatory market repurchase program. If, on any business day, the
markert closing price of the units is less than 93% of the net asset value per unit of the Fund, the Fund will be obligated to purchase
for cancellation, on or about the succeeding business day, any units offered in the marker at prices at or below the prior day’s market
closing price excepr in certain CirCumstances.

The Fund received approval from the Toronto Stock Exchange to undertake a normal course issuer bid program for the period from
November 1, 2006 to October 31, 2007, Pursuant to the issuer bid, the Fund can purchase up to 1,336,300 of its units for cancellation
when the net asset value per unit exceeds its trading price. During the yvear ended December 31, 2006, 460,349 (2005 - 208,200
units were purchased under both the mandarory market repurchase program and issuer bid program.

The weighted average number of units outstanding for the period was 14,498,627 {2005 - 17,125,334).

4. FORWARD AGREEMENT AND COMMON SHARE PORTFOLIO

On May 14, 2003, the Fund entered into a forward purchase and sale agreement {*Forward Agreement”) with a Canadian chartered
bank (*Counterparty ™). The obligations of the Counterparty to the Fund under the Forward Agreement are determined by reference
to the performance of BAl Trust.

Under the terms of the Forward Agreement, the Counterparty has agreed to pay to the Fund, on or about December 15, 2010 or
earlier, in whaole or in part at the request of the Fund, an amouat equal 1o the redemption proceeds of the number of units of BA]
Trust specified in the Forward Agreement, in exchange for the Fund’s common share portfolio.

In order to permit the Fund to pay: (i) monthly distributions: (i) redemptions and repurchases of units; and (i) operating expenses
and ather labitities of the Fund, the terms of the Forward Agreement provide that the Forward Agreement may be settled in whole
or tn part prior o December 15, 2010, by the Fund ac its discretion.

The Fund will pay to the Counterparty a fee under the Forward Agreement of 0.33% of the ner asset value of BAl Trust plus a fee
related to the stock borrowing costs incurred by the Counterparty of 0.20% of the marker value of the Fund’s common share
portfolio, caleulared and payable monthly in arrears.

5. DISTRIBUTIONS PAYABLE TO UNITHOLDERS
Distributions of the Fund, as declared by the Manager, are made on a monthly hasis to unitholders of record on the last business day

of each month, The distributions are payable by the tenth business day of the following month. For the vear ended December 31, 20086,
the Fund declared total distributions of $16,818.140 (2005 — $16,692,808) or $1.17 (2005 - $0.97) per unir.
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Notes to the Consolidated Financial Statements {continued)

6. MANAGEMENT FEES

Pursuant to the declarations of trust of the Fund and BAI Trust, the Manager in its capacity as trustee provides management and
administrative services to the Fund and BAI Trust, for which it is paid a management fee equal to 0.15'% per annum of the ner asset
LUl

vilue of the Fund plus applicable taxes and 0.40% per annum of the ner asset value of BA Trust plus applicable taxes, respectively.
The Manager is responsible for paying fees 1o Brompton Capical Advisors Inc., the portfolio manager of the Fund and BA] Trust.

7.INVESTMENT TRANSACTIONS

Transactions of investments for the year ended December 31 were as follows:

2006 2005
Proceeds from sade of investments S 97,062,435 $ 103,163,879
Less cost of investments sold:
Investments ar cost, beginning of vear 155,955,135 173,533,869
Investments purchased during vear 35,956,302 56,456,432
Investments ar cost, end of vear {151,904,630) {135,935.333)
Cuost of investments sold during the year 60,007,007 74.034.966
Net realized pain on sale of investments § 37055428 § 29128913
Transactions of common share portfolio for the vear ended December 31 were as follows:
2006 2005
Proceeds from sale of common share portiolio § 183,242,983 $ 143,051,763
Less cont of common share portfolie sold:
Common share portfolio at cost, beginning of vear 126,422,297 148,187,824
Common share portfoliv purchased during vear 124,496,824 81,154,171
Common share portfolio at cost, end of year {109,730.869) (126,422 297)
Cost of comnim share partfolio sold during the vear 141,188,252 102,919,648
Net realized gain on sale of common share porttolio § 42,054,731 S 40,132.063

Brokerage commissions on investments purchased and sold during the vear ended Deceriber 31, 2006 amounted to $94,200 {2005 -
$164,933). For the years ended December 31, 2006 and 2005, there were no soft dollar amounts paid.

The commaon share portfolio has been pledged to the Counterparty under the teems of the Forward Agreement,

8. SECURITIES LENDING

BAL Trust may lend investments, either dircetly or through an agent, to brokers, dealers and other financial institutions desiring 1o
borrow securities. Securities lending enables BAI Trust to earn additional income, By using such income o offset expenses, BAI Trust
will be able to reduce the effect such expenses have on BAI Trust's ability to provide investment results that more closely correspond
to the performance of the benchmark,

BAI Trust has entered into securities lending authorization agreements with Barclays Global Investors, N.A. {BGI) and Barclays Global
Investors Limited (BGIL). as lending agents, subject to the overriding authority of the Manager. BGI is a national bank association
under the laws of the United Seares of America and BGIL is an investment manager regulated by the Financial Services Authority in
the United Kingdom. Both BGI and BGIL have considerable experience and expertise in securities lending,

BAI Trust requires collateral in the form of cash and obligations of, or guaranteed by, the Government of Canada or a province thercof
or of the Unired Srates government or its agencies or instrumentalities thar have an agpregate value of nor less than 105% of the
marker value of the loaned securities. The trustee assesses the creditworthiness of cach borrower, and acts promptly to demand
payment from any borrower in realizing any collateral. During the year ended December 31, 2006, BAI Trust received bonds and
money marker securities as collateral. There were no securities on loan as ar December 3 1, 2006.

9. LOANS PAYABLE

Pursuant to an agreement with a Canadian chartered bank, BAI Trust has a 364-day renewable revolving credit facility. The revolving
credit facility provides for maximum borrowings of $5.0 million for waorking capital purposes at either the prime rate of interest or
the bankers' acceprance rate plus a fixed percentage. The credit facility is secured by a first-ranking security interest over all of the
Fund’s assets. There were no amounts borrowed under this facility at December 31, 2006,

During the year ended December 31, 2006, the minimum and maximum amounts of borrowings were nil and $3.8 millian, respectively.

Costs incurred to establish the credir facilities are deferred and amortized over the term of the facilities. For the vear ended December 31,
2006, 5336 (2003 - nil} of deferred financing costs had been amortized.

The credit facilities are used by BAI Trust for general Fund purposes,
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10, ADOPTION OF FUTURE ACCOUNTING STANDARDS

The Accounting Standards Board of the Canadian Institute of Chartered Accountants (*CICA”) recently issued a new suite of
financial reporting standards thar address the accounting and disclosure for financial instruments. Of parncular relevance o
investment funds are changes ourlined in CICA Handbook Section 3853: Financial Instruments — Recognition and Measurement. The
new financial reporting standards for financial instruments are cffective for interim and annual financial statements relating to fiscal
years beginning on or after Ocrober 1, 2006, These standards will change the way in which investments are measured for financial
statement purposes and will result in differences between the net asser value per unit (*NAVPU™) presented in the financial statements
and the NAVPU that is published wecekly. The Fund has a financial year ending December 31, 2006, and as such, these changes will
nor be reflected until the interim financial statements are prepared in June 2007. Such differences will primarily result from marketable
securities being valued using bid prices for financial statements and closing prices for the weekly published NAVPU.
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